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TO  AMEND  AND  EXTEND  THE  EXPORT-IMPORT 
BANK  ACT  OF  1945 


MONDAY,  MABCH  13,  1978 

House  of  Representatives,  Committee  on  Banking,  Fi- 
nance and  Urban  Affairs,  Subcommittee  on  Inter- 
national Trade,  Investment  and  Monetary  Policy, 

Washington,  D.C. 

The  subcommittee  met  at  9 :45  a.m.  in  room  2128  of  the  Rayburn 
House  Office  Building,  Hon.  Stephen  L.  Neal  (chairman  of  the  sub- 
committee) presiding. 

Present :  Represenatives  Neal,  Cavanaugh,  Barnard,  Stanton,  Hyde, 
Fen  wick,  and  Leach. 

Chairman  Neal.  The  subcommittee  will  come  to  order. 

This  morning  we  will  begin  a  week  of  hearings  on  the  administra- 
tion's proposal  to  reauthorize  the  Export-Import  Bank  of  the  United 
States.  Introduced  in  the  House  as  H.R.  11384,  the  proposal  would 
reauthorize  Eximbank  for  5  years,  raise  its  commitment  authority 
from  $25  billion  to  $40  billion,  and  increase  the  limitation  on  the 
amount  of  guarantees  and  insurance  which  the  Bank  may  charge  at 
a  fractional  basis  against  its  total  commitment  authority  from  $20 
billion  to  $25  billion.  The  effect  would  be  an  increase  of  47  percent 
in  the  actual  amount  of  Eximbank  could  commit  from  $40  billion  at 
present  to  $58.75  billion  under  the  administration's  proposal. 

[The  text  of  H.R.  11384  follows :] 

(1) 
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-ffi-H.R.  11384 


IN  THE  HOUSE  OE  REPRESENTATIVES 

Mahcic  8, 1078 

Mr.  Neal  (by  request)  introduced  the  following  bill;  which  was  referred  to 
the  Committee  oil  Bunking,  Finance  and  Urban  Affairs 


A  BILL 

To  amend  and  extend  the  Export-Import  Bank  Act  of  1945, 

as  amended. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  the  Export-Import  Bank  Act;  of  1945  (12  U.S.O.  635 

4  and  the  following)  is  amended  as  follows: 

5  (a)  Section  2(c)  (1)  of  such  Act  is  amended  by 

6  striking  out  "$20,000,000,000"  and  inserting  iu  lieu 

7  thereof  "$25,000,000,000". 

8  (b)  Section  7  (a)  of  such  Act  is  amended  by  strik- 

9  ing  out  "$25,000,000,000"  and  inserting  in  lieu  thereof 

10  "$40,000,000,000". 

11  (c)  Section  8  of  such  Act  is  amended  by  striking 

12  out  "September  30,  1977"  and  inserting  in  lieu  thereof 

13  "September  30, 1983". 
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Chairman  Neal.  We  are  fortunate  in  having  a  distinguished  group 
of  witnesses  from  the  administration  with  us  this  morning.  I  would 
like  to  welcome  you  at  this  time,  and  I  look  forward  to  hearing  from 
you. 

Although  the  administration's  proposal  relates  to  only  a  few  aspects 
of  the  Bank's  operations,  we  as  a  subcommittee  feel  it  necessary  to 
examine  a  wide  range  of  issues  affecting  the  Eximbank. 

These  issues  include  Eximbank's  effects  on  the  U.S.  economy,  Exim- 
bank's  competitiveness  with  foreign  export  credit  institutions,  the 
types  of  risks  the  Bank  is  taking,  its  effects  on  foreign  economies,  its 
integration  with  overall  U.S.  policy,  and  particular  sectorial  exports 
that  the  Bank  is  supporting. 

As  a  result  of  our  examination  of  these  and  other  issues,  we  will  draft 
a  subcommittee  bill  incorporating  any  changes  or  additions  to  the 
administration's  request  that  we  may  find  necessary.  We  will,  of  course, 
ask  for  the  comments  of  our  witnesses  at  that  time. 

I  believe  we  will  have  more  subcommittee  members  here  in  a  little 
while,  and  I  think  it  would  probably  be  best  to  hear  from  all  of  our 
witnesses,  first,  and  then  have  some  questioning  of  the  witnesses  by 
our  subcommittee  members. 

I  would  like  to  yield,  at  this  time,  to  my  distinguished  colleague,  the 
Honorable  J.  William  Stanton. 

Mr.  Stanton.  In  the  interest  of  saving  time.  I  ask  that  my  opening 
statement  be  inserted  in  the  record. 

Chairman  Neal.  Without  objection,  the  statement  will  be  placed  in 
the  record  at  this  point. 

[The  opening  statement  of  Congressman  Stanton  follows :] 

Opening  Statement  of  Hon.  J.  William  Stanton,  Ranking  Minority  Member, 
Subcommittee  on  International  Trade,  Investment  and  Monetary  Policy 

Thank  you,  Mr.  Chairman. 

I  just  wanted  to  take  a  couple  of  minutes  to  express  my  pleasure  in  the  fact 
that  we  have  such  an  extensive  set  of  hearings  this  week  on  the  Export-Import 
Bank.  In  addition,  the  chairman  and  the  staff  are  to  be  congratulated  for  putting 
together  a  very  interesting  and  qualified  set  of  witnesses  to  help  us  review 
Eximbank  and  its  programs  and  decide  on  what  future  course  the  Bank  should 
take. 

The  Export-Import  Bank  is  a  vital  institution  to  both  our  international  eco- 
nomic position  and  the  health  of  the  domestic  economy.  By  fostering  U.S.  exports, 
Eximbank  helps  us  retain  our  competitive  position  in  the  international  market- 
place, it  helps  us  promote  the  interest  of  U.S.  exporters,  it  provides  hundreds  of 
thousands  of  jobs  for  U.S.  labor,  it  is  an  important  positive  element  in  our 
deteriorating  balance  of  trade,  and  by  encouraging  exports  it  will  help  strengthen 
the  weakening  dollar.  A  very  important  point  to  remember  is  the  Eximbank 
is  able  to  do  all  of  this  without  annual  appropriations  from  Congress — the  Bank 
has  been  and  continues  to  be  completely  self-financing. 

I  don't  think  there  is  any  member  of  this  subcommittee  who  thinks  that  the 
Eximbank  should  be  done  away  with  or  even  drastically  reduced  in  size.  There 
continues  to  be  strong  justifications  for  Eximbank's  existence.  As  long  as  private 
creditors  are  unwilling  to  make  long-term  loans  overseas  and  as  long  as  the 
countries  with  whom  we  compete  continue  to  make  export  credit  available  to 
their  producers,  there  is  strong  justification  for  maintaining  a  viable  Export- 
Import  Bank. 

There  are  some  areas,  however,  where  the  subcommittee  will  want  to  take  a 
close  look  at  Eximbank  and  its  programs  and  perhaps  encourage  the  Bank  to 
do  a  little  fine  tuning  of  some  of  its  programs.  One  issue  of  particular  concern 
to  me  is  the  competitiveness  of  Eximbank's  programs  with  those  of  foreign  ex- 
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port  credit  agencies.  Other  countries  are  actively  expanding  their  export  pro- 
grams as  part  of  their  economic  recovery  programs.  It  will  be  important  that 
Eximbank  continue  to  monitor  these  developments  and  adjust  its  own  programs 
accordingly. 

Finally,  I  would  like  to  compliment  Chairman  Moore  on  the  manner  in  which 
he  has  operated  the  Bank  since  his  takeover  last  May.  Many  of  my  constituents 
and  friends  of  mine  in  the  export  sector  believe  that  Eximbank  is  stronger  and 
more  sympathetic  to  U.S.  exports  than  it  was  when  you  took  over.  We  hope  you 
will  keep  up  the  good  work. 


Mr.  Stanton.  Mr.  Chairman,  I  join  you  in  looking  forward  to  these 
hearings.  I  appreciate  the  witnesses'  appearance  here  this  morning, 
and  let  us  move  forward. 

Chairman  Neal.  Thank  you. 

We  would  like  to  hear  from  the  witnesses,  if  we  could,  in  this  order : 
Mr.  John  L.  Moore,  Jr.,  Mr.  Julius  L.  Katz,  Mr.  C.  Fred  Bergsten,  and 
Mr.  Frank  A.  Weil. 

I  believe  it  would  help  us,  gentlemen,  if  you  could  keep  your  testi- 
mony to  10  minutes  or  so.  Put  anything  vou  want  in  the  record.  If  that 
is  not  entirely  convenient,  we  will  be  flexible;  but  we  would  like  to 
allow  maximum  time  for  questioning  if  we  could. 

Mr.  Moore,  President  and  Chairman  of  the  Export-Import  Bank, 
will  be  our  first  witness. 

STATEMENT  OF  HON.  JOHN  L.  H00SE,  JR.,  PRESIDENT  AND 
CHAIRMAN,  EXPORT-IMPORT  BANE 

Mr.  Moore.  Thank  you,  Mr.  Chairman.  Are  we  to  have  microphones  ? 

Chairman  Neal.  Yes,  you  certainly  should  have. 

Mr.  Moore.  Mr.  Chairman,  members  of  the  subcommittee,  thank 
you  for  this  opportunity  to  testify  on  the  Export-Import  Bank's  re- 
quested legislation. 

The  purpose  of  this  request  is  simple :  To  extend  the  charter  of  the 
Export-Import  Bank  of  the  United  States  from  September  30,  1978, 
to  September  30,  1983,  and  to  increase  the  overall  commitment  au- 
thority of  the  Bank  from  $25  billion  to  $40  billion.  Within  this  overall 
authority,  the  present  $20  billion  limit  on  guarantees  and  insurance 
which  may  be  charged  on  a  fractional  basis  would  be  increased  to  $25 
billion. 

The  request  is  based  on  the  assumption  that  U.S.  exports  will  grow 
at  an  average  rate  of  about  10  percent  per  year  between  now  and  fiscal 
year  1983,  and  that  Eximbank  authorizations  will  grow  accordingly. 
As  a  result,  charges  to  the  overall  limitation  on  the  Bank's  loans, 

fuarantees,  and  insurance  are  expected  to  increase  from  the  current 
18  billion  to  $37  billion  by  1983.  The  schedule  attached  to  this  state- 
ment shows  in  detail,  by  years,  projected  authorization  levels  and  the 
resulting  charges  against  the  Bank's  commitment  authority. 

Historically,  the  Bank  has  generally  been  granted  5-year  charter 
extensions  by  the  Congress.  AVe  believe  that  multiyear  life  for  an 
agency  such  as  Eximbank  is  particularly  important  to  assure  the  con- 
tinuity and  availability  of  export  financing  support  for  American  ex- 
porters. Foreign  exporters  enjoy  the  full  assurance  of  continuity  in 
their  government-supported  export  financing. 

Mr.  Chairman,  our  principal  statutory  purpose  is  "to  aid  in  financ- 
ing and  to  facilitate  exports"  on  terms  "which  are  competitive  with  the 
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government-supported  rates  and  terms"  available  from  the  major  ex- 
porting countries  of  the  world.  The  approval  of  this  request  would  en- 
able the  Bank  to  carry  out  efficiently  its  principal  purpose  for  the 
next  5  years. 

The  authority  is  especially  vital  today  because  of  the  rugged  com- 
petition American  exporters  encounter  in  virtually  every  kind  of 
goods  and  services.  This  competition  is  reflected  in  the  massive  U.S. 
trade  deficit  of  which  all  of  us  are  painfully  aware.  In  1977,  U.S. 
imports,  including  oil,  grew  by  22  percent,  but  our  exports  grew  by 
only  5  percent.  The  result  was  a  deficit  of  almost  $27  billion  in  spite 
of  the  $120  billion  in  American  exports.  With  the  prospects  relatively 
bleak  for  any  substantial  reduction  of  imports  in  the  near  future,  an 
important  offset  will  be  to  increase  exports  as  much  as  possible. 

In  an  average  year,  Eximbank  participates  in  financing  approxi- 
mately 10  percent  of  all  U.S.  exports.  18  percent  of  U.S.  exports  of 
manufactured  goods,  and  21  percent  of  capital  goods.  Although  most 
U.S.  exports  do  not  require  Eximbank  support,  the  Bank  plays  a  criti- 
cal role  in  supporting  many  large  and  small  export  sales  which  cannot 
be  financed  oy  the  private  sector  alone.  We  believe  that  Eximbank's 
direct  loan,  guarantee,  and  insurance  support  for  U.S.  exports  make 
possible  many  transactions  which  would  never  take  place  otherwise. 

If  commercial  banks  or  other  financial  institutions  could  or  would 
always  provide  the  5-  to  15-year  financing  and  the  competitive  financ- 
ing needed  by  U.S.  exporters,  there  would  be  no  reason  for  Eximbank 
to  exist.  Unfortunately,  the  commercial  financing  available  to  our  ex- 
porters often  does  not  meet  their  term  and  interest  rate  needs.  In 
nearly  every  case  of  a  direct  loan,  the  desire  of  a  buyer  with  alterna- 
tive sources  of  goods  and  financing  is  for  a  fixed  rate  of  interest.  Fixed 
rates  are  generally  unacceptable  to  commercial  banks  in  the  United 
States,  although  readily  available  in  certain  countries  such  as  West 
Germany,  Japan,  and  Switzerland. 

Unfortuntely,  there  are  also  nonmarket  imperfections  which  re- 
quire Eximbank  participation  in  the  financing  of  U.S.  exports.  The 
most  important  of  these  factors  is  the  financial  assistance  available  to 
foreign  exporters  from  their  governments.  Not  only  have  our  major 
competitors  provided  official  financing  support  for  a  greater  percent- 
age of  their  exports,  but  this  financing  support  has  often  been  on  more 
attractive  terms  and  conditions  than  are  available  from  Eximbank. 

The  percentage  of  contract  value  officially  supported  through  direct 
government  loans  is  normaly  greater  than  that  provided  by  the  Ex- 
port-Import Bank.  Foreign  competitors  often  increase  the  effective 
amount  of  support  by  providing  direct  loans  or  insurance  for  the 
"local  costs"  of  the  project.  Moreover,  foreign  export  credit  agencies 
receive  annual  subsidy  appropriations  which  allow  them  to  set  their 
rates  at  whatever  level  is  viewed  as  desirable.  Since  Eximbank  re- 
ceives no  appropriations  and  borrows  its  funds  at  market-related  in- 
terest rates.  Eximbank's  lending  rates  historically  have  been  higher 
than  those  offered  by  foreign  countries. 

In  1971,  Congress  added  a  new  directive  to  the  Bank's  original 
charge  to  "supplement  and  encourage,  and  not  compete  with,  private 
capital."  namely,  to  provide  export  financing  support  for  U.S.  ex- 
porters "at  rates  and  on  terms  and  other  conditions  which  are  competi- 
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tive  with  the  government-supported  rates  and  terms  and  other  condi- 
tions" available  to  competing  exporters. 

As  a  result,  Eximbank  must  sometimes  selectively  adjust  its  cus- 
tomary market-related  financing  terms  to  maintain  the  competitive- 
ness of  U.S.  exports.  This  may  occasionally  lead  to  a  greater  percent- 
age of  direct  support  by  Eximbank  and  less  private  bank  participa- 
tion in  a  transaction  than  we  would  prefer. 

We  may  sometimes  extend  repayment  terms  beyond  our  normal 
practices.  We  may  selectively  offer  lines  of  credit  of  limited  duration 
and  use  for  specific  projects.  We  may  offer  guarantees  of  private  loans 
for  local  costs  to  try  to  offset  foreign  direct  loans  for  such  local  costs. 

Such  efforts  are  conducted  with  caution.  To  insure  that  Eximbank 
does  not  offer  terms  in  excess  of  those  necessary  to  be  competitive,  we 
make  every  effort  to  obtain  substantial  evidence  of  the  extent  of  actual 
competition  officially  supported  abroad. 

Because  of  the  unsubsidized  nature  of  Eximbank's  operation,  we 
will  continue  to  have  difficulty  in  being  fully  competitive  with  the 
financial  support  offered  by  other  nations.  Nevertheless,  we  will  con- 
tinue to  do  our  best. 

As  you  know,  however,  Eximbank  is  under  a  number  of  statutory 
constraints  in  addition  to  those  aplying  to  the  financial  operations  of 
the  Bank. 

First,  let  me  briefly  discuss  our  efforts,  under  one  of  the  directives, 
to  minimize  competition  in  government-supported  export  financing. 
The  Bank  has  sought  to  broaden  and  strengthen  the  existing  consensus 
on  export  credit  terms  through  lengthy  bilateral  and  multilateral 
negotiations. 

The  United  States  sought  to  raise  minimum  interest  rates,  prohibit 
all  local  costs  support,  eliminate  programs  insuring  against  exchange 
risks  and  cost  inflation,  and  require  greater  disclosure  of  the  use  of 
mixed  tied  development  aid  and  export  credits.  Most  of  the  other 
participants  were  reluctant  to  follow  our  lead. 

Because  of  this  general  reluctance  to  make  substantive  changes,  we 
subsequently  pressed  unsuccessfully  for  more  selective  increases  in 
minimum  interest  rates  and  restrictions  on  the  use  of  ancillary  insur- 
ance schemes  and  mixed  credits.  Some  participants,  and  particularly 
certain  members  of  the  European  community,  were  unwilling  to  make 
such  substantive  improvements. 

Nevertheless,  in  February,  the  representatives  of  20  exporting  coun- 
tries did  reach  tentative  agreement  on  a  new  "Arrangement  on  Guide- 
lines for  Officially  Supported  Export  Credits,"  effective  on  April  1, 
1978.  The  arrangement  continues  most  of  the  substantive  proposals  of 
the  present  consensus,  but  also  establishes,  for  the  first  time,  needed 
definitions  and  detailed  provisions  for  notifying  and  matching  of  non- 
conforming commitments  issued  before  the  old  consensus,  or  as  dero- 
gations from  the  terms  of  the  new  arrangement. 

Local  costs  financing  is  clearly  defined.  Steel  mills  for  the  first  time 
were  brought  under  terms  of  the  arrangement.  Aircraft,  nuclear  power, 
agricultural  commodities,  and  military  equipment  continues  to  oe  ex- 
cluded from  the  arrangement.  I  can  assure  you  that  we  will  continue 
our  efforts  to  use  this  forum  and  other  avenues  to  press  for  the  elimina- 
tion of  commercially  unsound  export  credit  financing  practices. 
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Next,  let  me  discuss  Eximbank's  mandate  to  take  into  consideration 
the  average  cost  of  money  to  the  Bank  while  making  loans  at  competi- 
tive rates  and  terms. 

The  interest  rate  and  fee  structures  of  Eximbank's  programs  are 
expected  to  generate  adequate  additions  to  reserves  to  provide  suffi- 
cient protection  against  possible  losses.  The  present  Eximbank  fixed- 
rate  interest  scale  for  direct  loans  is  7%  percent  for  terms  of  6  years 
or  less  and  increases  one-eighth  of  1  percent  for  every  additional  year 
up  to  a  maximum  of  8%  percent  for  terms  over  13  years.  Also,  loan 
commitment  fees  increase  the  actual  yield  from  direct  lending  above 
the  States  scale  rate. 

Our  interest  rate  scale  is  carefully  reviewed  quarterly.  When  the 
scale  was  last  changed  in  October  1977,  an  average  yield  of  8*4  per- 
cent to  the  Bank  provided  over  100  basis  points  of  spread  above  the 
Bank's  average  actual  cost  of  funds. 

A  thorough  analysis  of  the  sensitivity  of  Eximbank's  profitability 
to  cost  of  funds  fluctuations  has  indicated  that  a  25  to  50  basis  point 
spread  between  the  new  loan  authorizations  and  its  marginal  cost 
of  funds  is  enough  to  generate  sufficient  reserves  to  provide  adequate 
protection  against  possible  losses. 

Next,  I  want  to  discuss  Eximbank's  directive  to  pay  special  atten- 
tion to  the  needs  of  small  business.  As  of  September  30,  1977,  Exim- 
bank was  supporting  over  4,600  transactions  involving  1,260  small 
businesses.  The  authorizations  for  these  transactions  totaled  over  $2.1 
billion  and  supported  over  $3  billion  in  U.S.  exports.  These  figures  do 
not  include  the  substantial  participation  of  small  businesses  as  sub- 
contractors and  subsuppliers  to  larger  firms  exporting  with  Eximbank 
support. 

Also,  the  Bank  has  provided  advisory  assistance  to  the  small  and 
minority  business  community.  A  special  office  of  the  Bank  coordinates 
activities  in  this  area.  I  will  shortly  be  announcing  the  details  of  a 
pilot  program  for  small  and  minority  bankers  to  receive  practical 
training  m  export  banking  at  Eximbank  and  at  large  international 
private  banks  to  prepare  them  to  engage  in  private  export  financing. 
Eximbank  will  soon  begin  issuing  a  special  small  business  insurance 
policy  for  the  smaller  and  less  experienced  exporters. 

An  interagency  group  of  Eximbank,  the  Department  of  Commerce, 
the  Small  Business  Administration,  and  the  Overseas  Private  Invest- 
ment Corporation  now  coordinates  efforts  to  improve  the  quantity  and 
quality  of  assistance  provided  to  small  and  minority  exporters. 

This  group  will  soon  be  completing  new  publications  about  the 
programs  and  resources  of  the  participating  agencies.  Further,  the 
group  will  shortly  announce  a  series  of  nationwide  seminar  programs 
for  small  and  minority  business  persons  who  have  the  interest  and 
qualifications  to  expand  their  marketing  into  international  sales. 

Eximbank  also  takes  into  account  any  serious  adverse  impact  of 
"loans  or  guarantees  on  the  competitive  position  of  U.S.  industry,  the 
availability  of  materials  which  are  in  short  supply  in  the  United 
States,  and  emplovment  in  the  United  States."  Although  short  supply 
is  seldom  a  problem  today,  we  are  all  giving  great  attention  to  the 
effect  of  Eximbank  policies  on  domestic  employment. 
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Before  we  approve  any  loan,  we  analyze  carefully  the  benefits  of  the 
employment  added,  or  preserved,  if  the  export  goes  forward  as  against 
the  possible  job  displacement  which  might  occur  as  a  result  of  the  pro- 
duction of  the  exported  equipment  and  technology. 

The  problem  is  even  more  complicated  today,  however.  The  United 
States  does  not  have  a  monopoly  on  most  products  and  services  so  that 
the  refusal  of  the  United  States  to  provide  its  export  will  not  preclude 
the  proposed  plant  or  project  from  going  forward.  Today,  there  are 
normally  several  foreign  suppliers  in  any  given  situation  whose  total 
product  packages  are  fully  competitive  with  that  available  from  a  U.S. 
manufacturer.  Thus,  in  almost  every  transaction  with  even  a  possibility 
of  adverse  U.S.  employment  impact,  the  project  will  probably  go  for- 
ward from  a  foreign  supplier  if  the  U.S.  exporter  does  not  reecive  the 
particular  contract.  So,  in  many  cases,  if  Eximbank  provides  no  assist- 
ance to  the  U.S.  exporter,  the  United  States  will  suffer  an  even  more 
substantial  adverse  impact.  The  transaction  still  goes  forward,  but  the 
ward  from  a  foreign  supplier  if  the  U.S.  exporter  does  not  receive  the 
employment  and  other  benefits. 

Of  course  most  Eximbank  long-term  transactions  involve  the  export 
of  capital  products  for  projects  which  are  essentially  local  in  their 
economic  impact.  Industrial  machinery  and  equipment  which  con- 
tribute directly  to  productive  capacity  are  the  most  likely  items  to  in- 
volve some  potential  adverse  economic  impact  on  the  United  States. 
Over  the  &y2  years  ending  in  December  1977,  however,  only  about  13 
percent  of  Eximbank  loans  by  value  and  20  percent  by  number  in- 
volved goods  in  this  category.  None  offered  the  potential  for  serious 
adverse  impact,  and  only  about  4  to  5  percent  of  all  loans  offered  the 
potential  for  even  minor  adverse  impact. 

Pursuant  to  our  recent  directive,  Eximbank  has  also  been  taking 
into  account  the  general  status  of  human  rights  in  the  country  to 
receive  the  exports  which  the  Bank  has  been  requested  to  support  with 
a  loan  or  financial  guarantee. 

Also  considered  is  the  effect  of  such  exports  on  human  rights  in  that 
country.  As  required  by  the  directive,  Eximbank  consults  regularly 
with  the  State  Department  on  human  rights  matters  and  obtains  the 
views  of  the  Department  before  passing  on  any  loan  or  financial 
guarantee. 

In  addition,  Eximbank  is  represented  on  the  interagency  group  on 
human  rights.  Eximbank's  semiannual  report  on  competitiveness  de- 
scribes the  effect  of  exports  supported  by  Eximbank  loans  and  financial 
guarantees  on  human  rights  in  the  countries  to  receive  such  exports,  as 
well  as  the  manner  in  which  the  Bank  takes  into  account  and  imple- 
ments its  policies  on  human  rights. 

Under  the  provisions  of  the  Eximbank  statute  requiring  loans  and 
financial  guarantees  of  $60  million  or  more  and  all  nuclear  loans  and 
financial  guarantees  to  be  submitted  to  Congress  for  25  days  before 
final  approval,  the  Bank  has  submitted  23  cases — none  of  which  ul- 
timately has  been  disapproved. 

Mr.  Chairman,  Eximbank  is  a  lending  institution,  not  a  spending 
institution.  Eximbank  is  not  a  development  aid  agency.  The  expansion 
of  Eximbank's  commitment  authority  and  the  extension  of  its  life  will 
require  no  appropriations, 
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The  Bank  is  a  self-sustaining  institution  whose  prudent  manage- 
ment has  made  it  possible  for  the  Bank  to  add  more  than  $1.8  billion 
for  reserves  against  possible  loan  losses  to  its  original  capital  of 
$1  billion.  Meanwhile,  the  Bank  has  paid  dividends  of  almost  $1  bil- 
lion to  the  U.S.  Treasury. 

The  primary  purpose  of  Eximbank  is  still  to  facilitate  exports — 
American  exports  which  support  American  jobs.  In  view  of  today's 
massive  U.S.  trade  deficit,  I  believe  that  for  the  foreseeable  future, 
Eximbank  must  do  all  that  it  can  reasonably  do  to  insure  that  U.S. 
exporters  receive  competitive  financial  support. 

Eximbank  needs  as  much  flexibility  as  possible  to  carry  out  its 
purpose. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  discuss  these  issues. 
I  shall,  of  course,  be  glad  to  answer  questions. 

[Mr.  Moore's  prepared  statement,  with  attachment,  presented  on  be- 
half of  the  Export-Import  Bank,  follows :] 


Digitized  by  VjOOQ IC 


10 

Statement  of 

John  L.  Moore,  Jr. 

President  and  Chairman 

Export-Import  Bank  of  the  United  States 

Before  the 

Subcommittee  on  International  Trade 

Investment,  and  Monetary  Policy 

Committee  on  Banking,  Finance  and  Urban  Affairs 

United  States  House  of  Representatives 

Monday,  March  13,  1978 

Mr.  Chairman,  Members  of  the  Subcommittee: 

Thank  you  for  this  opportunity  to  testify  on 
the  Export-Import  Bank's  requested  legislation.  The 
purpose  of  this  request  is  simple:  to  extend  the  charter 
of  the  Export-Import  Bank  of  the  United  States  from 
September  30,  1978  to  September  30,  1983,  and  to 
increase  the  overall  commitment  authority  of  the  Bank 
from  $25  billion  to  $40  billion.   Within  this  overall 
authority,  the  present  $20  billion  limit  on  guarantees 
and  insurance  which  may  be  charged  on  a  fractional  basis 
would  be  increased  to  $25  billion. 

The  request  is  based  on  the  assumption  that  U.S. 
exports  will  grow  at  an  average  rate  of  about  10%  per 
year  between  now  and  FY  1983  and  that  Eximbank  authoriza- 
tions will  grow  accordingly.   As  a  result,  charges  to 
the  overall  limitation  on  the  Bank's  loans,  guarantees 
and  insurance  are  expected  to  increase  from  the  current 
$18  billion  to  $37  billion  by  1983.   The  schedule  attached 
to  this  statement  shows  in  detail,  by  years,  projected 
authorization  levels  and  the  resulting  charges  against 
the  Bank's  commitment  authority. 

Historically  the  Bank  has  generally  been  granted 
five-year  charter  extensions  by  the  Congress.   We  believe 
that  multi-year  life  for  an  agency  such  as  Eximbank  is 
particularly  important  to  assure  the  continuity  and 
availability  of  export  financing  support  for  American 
exporters.   Foreign  exporters  enjoy  the  full  assurance 
of  continuity  in  their  government-supported  export 
financing. 

Mr.  Chairman,  our  principal  statutory  purpose 
is  "to  aid  in  financing  and  to  facilitate  exports" 
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on  terms  "which  are  competitive  with  the  government 
supported  rates  and  terms"  available  from  the  major 
exporting  countries  of  the  world.   The  approval  of  this 
request  with  these  basic  provisions  would  enable  the 
Bank  to  carry  out  efficiently  its  principal  purpose 
for  the  next  five  years. 

The  authority  we  request  is  especially  vital 
today  because  of  the  rugged  competition  American 
exporters  encounter  in  virtually  every  kind  of  goods 
and  services   This  competition  is  reflected  in  the 
massive  United  States  trade  deficit  of  which  all  of  us 
are  painfully  aware.   In  1977,  U.S.  imports,  including 
oil,  grew  by  22%,  but  our  exports  grew  by  only  5%.  The 
result  was  a  deficit  of  almost  $27  billion  in  spite  of 
the  $120  billion  in  American  exports.  With  the  prospects 
relatively  bleak  for  any  substantial  reduction  of  imports 
in  the  near  future,  an  important  offset  will  be  to 
increase  exports  as  much  as  possible. 

In  an  average  year,  Eximbank  participates  in  fin- 
ancing approximately  10%  of  all  U.S.  exports,  18%  of  U.S. 
exports  of  manufactured  goods  and  over  21%  of  capital  goods. 
Although  most  U.S.  exports  do  not  require  Eximbank  support, 
the  Bank  plays  a  limited  but  critical  role  in  supporting 
many  large  and  small  export  sales  which  cannot  be  financed 
by  the  private  sector  alone.   It  also  plays  an  important 
role  in  assisting  U.S.  exporters  in  developing  new  markets 
and  in  protecting  old  markets.  We  believe  that  Eximbank* s 
direct  loan,  guarantee  and  insurance  support  for  U.S. 
exports  make  possible  many  transactions  which  would  never 
take  place  otherwise. 

If  commercial  banks  or  other  financial  institutions 
could  or  would  always  provide  the  5  to  15  year  financing 
and  the  competitive  financing  needed  by  U.S.  exporters, 
there  would  be  no  reason  for  Eximbank  to  exist.   Unfor- 
tunately, the  commercial  financing  available  to  our 
exporters  often  does  not  meet  their  term  and  interest  rate 
needs.   Sometimes  the  risks  are  too  great  for  private 
banks  to  accept.   Frequently,  the  length  of  repayment 
period  required  is  too  long  for  our  private  lenders. 
Often  the  size  of  a  major  project  involves  financing  in 

amounts  which  commercial  institutions  are  unable  or  unwill- 
ing to  offer  except  in  limited  participation  within  a 
lender's  consortium  which  is  complex  and  difficult  to  arrange. 
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In  nearly  every  case  of  a  direct  loan,  the  desire  of  a  buyer 
with  alternative  sources  of  goods. and  financing  is  for  a 
fixed  rate  of  interest.   Fixed  rates  are  generally  unaccept- 
table  to  commercial  banks  in  the  United  States  although 
readily  available  in  certain  countries  such  as  West  Germany, 
Japan  and  Switzerland.  Alternatively,  the  high  cost  of  a 
fixed  rate  from  a  U.S.  commercial  bank,  if  even  offered, 
is  unacceptable  to  the  buyer  when  compared  with  the  officially- 
supported  fixed  rate  financing  available  from  other  countries 
to  whom  government- supported  financing  is  available.  Thus, 
are  a  variety  of  imperfections  in  the  capital  market  which 
require  Eximbank's  participation  in  many  export  transactions. 

Unfortunately,  there  are  also  non-market  imperfec- 
tions which  require  Eximbank  participation  in  the  financing 
of  U.S.  exports.   The  most  important  of  these  factors  is 
the  financial  assistance  available  to  foreign  exporters  from 
their  governments.   Perhaps  because  of  the  relatively  greater 
importance  of  export  sales  to  national  income  and  employment 
in  foreign  countries,  their  governments  traditionally  have 
placed  greater  emphasis  than  the  U.S.  on  encouraging  exports 
through  official  financing  programs  than  has  the  United  States. 
Not  only  have  our  major  competitors  provided  official  financing 
support  for  a  greater  percentage  of  their  exports,  but  this 
financing  support  has  often  been  on  more  attractive  terms 
and  conditions  than  are  available  from  Eximbank. 

This  overall  attractiveness  is  reflected  in  several 
ways.   First,  the  percentage  of  contract  value  officially 
supported  through  direct  government  loans  is  normally  greater 
than  that  provided  by  the  Export-Import  Bank.   In  addition, 
our  foreign  competitors  often  increase  the  effective  amount 
of  support  by  providing  direct  loans  or  insurance  for  the 
"local  costs"  of  the  project.   Moreover,  foreign  export 
credit  agencies  receive  annual  subsidy  appropriations 
which  allow  them  to  set  their  rates  at  whatever  level  is 
viewed  as  desirable.   Since  Eximbank  receives  no  appropria- 
tions and  borrows  its  funds  at  market-related  interest 
rates,  Eximbank's  lending  rates  historically  have  been 
higher  than  those  offered  by  foreign  countries. 

In  1971,  Congress  added  a  new  directive  to  the  Bank's 
original  charge  to  "supplement  and  encourage,  and  not  compete 
with,  private  capital,"  namely ,  to  provide  export  financing 
support  for  U.S.  exporters  "at  rates  and  on  terms  and  other 
conditions  which  are  competitive  with  the  government-supported 
rates  and  terms  and  other  conditions"  available  to  competing 
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exporters.   This  relatively  new  provision  has  grown  in 
importance.  Our  major  competitors  in  international  trade 
have  substantially  expanded  their  own  official  export 
credit  programs  to  stimulate  economic  expansion  by 
increasing  demand  for  their  exports.   As  a  result, 
Eximbank  must  sometimes  selectively  adjust  its  customary 
market-related  financing  terms  to  maintain  the  competi- 
tiveness of  U.S.  exports.   For  example,  the  need  to 
provide  competitive  financing  may  occasionally  lead  to  a 
greater  percentage  of  direct  support  by  Eximbank  and  less 
private  bank  participation  in  a  transaction  than  we  would 
normally  prefer.  We  may  sometimes  extend  repayment  terms 
beyond  our  normal  practices,  although  still  within  interna- 
tionally agreed  standards.  We  may  selectively  offer  lines 
of  credit  of  limited  duration  and  use  for  specific  projects. 
We  may  offer  guarantees  of  private  loans  for  local  costs 
to  try  to  offset  foreign  direct  loans  for  such  local  costs. 

Such  efforts  to  respond  to  our  mandate  to  meet 
official  foreign  export  credit  competition  are  conducted 
with  caution.   To  ensure  that  Eximbank  does  not  offer 
terms  in  excess  of  those  necessary  to  be  competitive,  we 
make  every  effort  to  obtain  substantial  evidence  of  the 
extent  of  actual  competition  officially  supported  abroad. 
We  initiate  and  respond  to  exchanges  of  information  on 
government-assisted  financing  through  the  two  international 
organizations  which  seek  to  reduce  competition  for  export 
credits:   the  Berne  Union  and  the  Export  Credits  Group  of 
the  Organization  for  Economic  Cooperation  and  Development 
(OECD).  On  the  basis  of  information  received  from  these 
and  other  sources,  we  try  to  develop  a  financing  package 
with  two  principal  elements:   a  reasonable  degree  of  com- 
petitiveness with  the  officially-supported  financing,  of 
the  foreign  supplier  and  the  maximum  degree  of  commercial 
bank  participation.  We  do  not  attempt  to  offset  any 
competitive  disadvantage  which  our  U.S.  exporter  may 
experience  in  price,  quality,  product  availability,  service 
and  other  factors. 

Because  of  the  unsubsidized  nature  of  Eximbank1 s 
operation,  we  will  continue  to  have  difficulty  in  being 
fully  competitive  with  the  financial  support  offered  by 
other  nations.   Nevertheless,  we  continue  to' do  our  best 
to  respond  to  our  dual  mandate  to  supplement  and  encourage 
private  capital  and  to  provide  competitive  export  financing. 

As  you  know,  however,  Eximbank  is  under  a  number 
of  statutory  constraints  in  addition  to  those  applying  to 
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the  financial  operations  of  the  Bank.   These  restrictions 
have  been  enacted  in  the  past  decade  rather  than  having  been 
a  part  of  the  original  statute. 

Mr.  Chairman,  let  me  review  some  of  these  directives 
and  constraints.   Eximbank  is  required  to: 

— seek  to  minimize  competition  in  government- 
supported  export  financing  and  seek  inter- 
national agreements  to  reduce  subsidized  export 
financing; 

— report  to  the  Congress  semiannually  in  detail 
the  actions  taken  and  progress  made  by  the  Bank 
regarding  the  competitive  situation  compared  to 
foreign  export  credit  agencies; 

— supplement  and  encourage  private  capital  while 
making  loans  at  rates  and  on  terms  competitive 
with  other  countries  but  taking  into  considera- 
tion the  average  cost  of  money  to  the  Bank; 

— give  due  recognition  to  the  policy  that  the  . 
"Government  should  aidr  counsel,  assist,  and 
protect  .  .  .  the  interests  of  small  business 
concerns  in  order  to  preserve  free  competitive 
enterprise  .  .  ."; 

— take  into  account  any  serious  adverse  effect  of 
loans  and  guarantees  on  U.S.  industry  and  employ- 
ment and  the  availability  of  materials  in  short 
supply  in  the  United  States; 

— take  into  account  in  consultation  with  the 
Secretary  of  State  the  observance  of  and 
respect  for  human  rights  in  the  country  to 
receive  exports  supported  by  a  loan  or  financial 
guarantee  and  the  effect  such  exports  may  have 
on  human  rights  in  that  country; 

— do  no  business  with  a  Communist  country  without 
a  Presidential  determination  of  national  interest, 
with  a  separate  determination  on  any  loan  of 
$50  million  or  more; 

— prior  to  final  approval,  submit  to  Congress 
for  25  days  of  continuous  session  any  loan 
and/or  financial  guarantee  of  $60  million  or 
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sore,  and  any  loan  or  financial  guarantee  of 
whatever  size  for  nuclear  power; 

— withhold  all  financing  from  any  country  failing 
to  observe  international  agreements  or  bilateral 
agreements  with  the  United  States  on  nuclear 
safeguards,  or  from  non-nuclear  countries  which 
explode  a  nuclear  device,  unless  the  President 
finds  such  financing  in  the  national  interest 
and  Congress  has  been  notified  for  25  days  of 
continuous  session; 

—not  assist  sales  to  or  for  use  in  a  nation  in 
armed  conflict  with  the  United  States  or  assist 
any  nation  in  the  purchase  of  any  liquid  metal 
fast  breeder  nuclear  reactor  or  any  nuclear  fuel 
reprocessing  facility; 

— not  finance  defense  articles  or  services  to  a 
less-developed  country; 

—support  no  exports  to  any  non-market  economy 
country  with  the  exception  of  Poland  and  Yugo- 
slavia under  provisions  of  the  Trade  Act  of  1974 
unless  there  is  a  Presidential  determination  (as 
in  the  case  of  Romania)  and  action  by  the  Congress; 

— report  annually  to  the  Congress  the  details  of 
the  Bank's  operations. 

Mr.  Chairman,  we  at  Eximbank  are  mindful  of  our 
obligations  under  these  provisions  of  the  law.   We  endeavor 
to  observe  them  faithfully.  Moreover,  the  Bank  coordinates 
its  activities  with  overall  U.S.  Government  foreign  economic 
policy  through  its  membership  on  the  National  Advisory 
Council  on  International  Monetary  and  Financial  Policies 
(NAC) . 

Now,  let  me  briefly  discuss  our  efforts  to  mini- 
mize competition  in  government-supported  export  financing. 
For  the  past  nine  months,  the  Bank  has  been  actively 
involved  in  an  effort  to  broaden  and  strengthen  the 
existing  Consensus  on  export  credit  terms  through  lengthy 
bilateral  and  multilateral  negotiations.   These  negotiations 
have  been  slow  and  difficult,  reflecting  the  historical 
and  structural  differences  among  the  national  export  fin- 
ancing systems,  and  the  export  products  and  trade  patterns 
of  the  various  participants. 
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In  our  early  proposals,  the  U.S.  sought  to  raise 
minimum  interest  rates,  prohibit  all  local  cost  support, 
eliminate  programs  insuring  against  exchange  risks  and 
cost  inflation,  and  require  greater  disclosure  of  the 
use  of  mixed  tied  development  aid  and  export  credits. 
Most  of  the  other  participants  were  reluctant  to  follow 
our  lead.   In  fact,  many  preferred  simply  to  extend  the 
existing  Consensus. 

Because  of  this  general  reluctance  to  make  sub- 
stantive changes,  we  subsequently  pressed  unsuccessfully 
for  more  selective  increases  in  minimum  interest  rates 
and  restrictions  on  the  use  of  ancillary  insurance  schemes 
and  mixed  credits.   Although  we  were  able  to  convince  a 
number  of  countries  of  the  soundness  of  these  more  limited 
proposals,  some  participants  and  particularly  certain 
members  of  the  European  community  were  unwilling  to  make 
such  substantive  improvements. 

Nevertheless,  on  Feburary  22,  1978,  the  representa- 
tives of  20  exporting  countries  did  reach  tentative  agreement 
on  the  text  of  a  new  Arrangement  on  Guidelines  for  Officially 
Supported  Export  Credits.   This  Arrangement  is  scheduled  to 
become  effective  on  April  1,  1978.   The  Arrangement  continues 
most  of  the  substantive  proposals  of  the  present  Consensus, 
but  also  establishes  for  the  first  time  needed  definitions 
and  detailed  provisions  for  notifying  and  matching  of  non- 
conforming commitments  issued  before  the  old  Consensus  or  as 
derogations  from  the  terms  of  the  new  Arrangement   Local 
costs  financing  is  clearly  defined  and  in  developed  countries 
is  limited  to  guarantees  and  insurance  support  rather  than 
direct  financing.  Steel  mills  for  the  first  time  were  brought 
. under  terms  of  the  Arrangement.   Aircraft,  nuclear  power, 
agricultural  commodities  and  military  eouipment  continue  to 
be  excluded  from  the  Arrangement.   No  specific  termination 
date  was  set,  but  any  participant  may  withdraw  upon  60  days 
prior  notice.   A  review  of  the  operation  of  the  Arrangement 
will  be  held  in  October  and  at  least  annually  thereafter.  I 
can  assure  you  that  we  will  continue  our  efforts  to  use  this 
forum  and  other  avenues  to  press  for  the  elimination  of 
commercially-unsound  export  credit  financing  practices. 
i 

Next,  let  me  briefly  discuss  Eximbank's  mandate  to 
take  into  consideration  the  average  cost  of  money  to  the 
Bank  while  making  loans  at  competitive  rates  and  terms. 
i 

The  interest  rjate  and  fee  structures  of  Eximbank's 
direct  loan,  guarantee  and  insurance  programs  are  expected 
to  generate  adequate  additions  to  reserves  to  provide 
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sufficient  protection  against  possible  losses.   The  present 
Eximbank  fixed-rate  interest  scale  on  direct  loans  is 
7-3/4%  for  terms  of  6  years  or  less  and  increases  1/8  of  1% 
for  every  additional  year  up  to  a  maximum  of  8-3/4%  for 
terms  over  13  years.   Also,  loan  commitment  fees  increase 
the  actual  yield  from  direct  lending  above  the  stated  scale 
rate. 

Our  interest  rate  scale  is  carefully  reviewed 
guarterly.   At  the  time  the  scale  was  last  changed  in 
October  1977 ,  an  average  yield  of  8-1/4%  to  the  Bank  pro- 
vided over  100  basis  points  of  spread  over  the  Bank's 
average  actual  cost  of  funds. 

A  thorough  analysis  of  the  sensitivity  of  Eximbank' s 
profitability  to  cost  of  funds  fluctuations  has  indicated 
that  a  25  to  50  basis  point  spread  between  new  loan  auth- 
orizations and  its  marginal  cost  of  funds  is  enough  to 
generate  sufficient  reserves  to  provide  adequate  protection 
against  future  losses. 

Next,  I  want  to  discuss  Eximbank 's  directive  to  pay 
special  attention  to  the  needs  of  small  business. 

After  discussions  with  both  the  Small  Business  Admin- 
istration and  the  Department  of  Commerce,  the  Bank  has  defined 
small  business  as  an  entity,  with  its  affiliates,  which  is 
independently  owned  and  operated  and  has  a  net  worth  of  no 
more  than  $5  million  or  annual  sales  of  less  than  $10  million. 
As  of  September  30,  1977,  Eximbank  was  supporting  over  4,600 
transactions  involving  1,260  small  businesses.   The  authoriza- 
tions for  these  transactions  totalled  over  $2.1  billion  and 
supported  over  $3  billion  in  U.S.  exports.   These  figures 
include  only  transactions  in  which  a  small  business  was  the 
actual  exporter  of  record.   They  do  not  include  the  substantial 
participation  of  small  businesses  as  subcontractors  and  sub- 
suppliers  to  larger  firms  exporting  with  Eximbank  support. 

In  addition  to  this  direct  support,  the  Bank  has 
provided  advisory  assistance  to  the  small  and  minority  business 
community.   A  special  office  of  the  Bank  has  been  created  to 
coordinate  activities  in  this  area.  We  have  made  efforts  to 
clarify  and  simplify  Bank  programs  for  the  benefit  of  the  small 
and  minority  business  community.   For  example,  I  will  shortly 
be  announcing  the  details  of  a  pilot  program  under  which  small 
and  minority  bankers  will  receive  practical  training  in  export 
banking  at  Eximbank  and  large  international  private  banks  in 
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order  to  prepare  them  to  engage  in  private  export  financing. 
In  addition,  Eximbank  will  soon  begin  issuing  a  special 
small  business  insurance  policy  which  is  tailored  to  the 
specific  needs  of  smaller  and  less  experienced  exporters. 

We  have  also  cooperated  in  the  establishment  of 
an  inter-agency  group  of  Eximbank,  the  Department  of  Commerce, 
the  Small  Business  Administration  and  the  Overseas  Private 
Investment  Corporation  to  coordinate  our  efforts  to  improve 
the  quantity  and  quality  of  assistance  provided  to  small 
and  minority  exporters.  As  a  first  effort,  this  group 
will  soon  be  completing  new  publications  which  will  provide 
basic  sources  of  information  about  the  programs  and  resources 
of  the  participating  agencies.   Further,  the  inter-agency 
group  will  shortly  announce  the  details  of  a  series  of  nation- 
wide seminar  programs  which  are  designed  to  offer  in-depth 
training  to  qualified  small  and  minority  business  persons  who 
have  the  interest  and  qualifications  to  expand  their  marketing 
into  international  sales. 

Eximbank  also  takes  into  account  any  serious  adverse 
impact  of  "loans  or  guarantees  on  the  competitive  position 
of  U.S.  industry,  the  availability  of  materials  which  are 
in  short  supply  in  the  United  States,  and  employment  in  the 
United  States."  Although  short  supply  is  seldom  a  problem 
today,  we  are  all  giving  great  attention  to  the  effect 
of  Eximbank  policies  on  domestic  employment. 

Before  we  approve  any  loan,  we  analyse  carefully 
the  benefits  of  the  employment  added,  or  preserved,  because 
the  export  will  go  forward  as  against  the  possible  job 
displacement  which  might  occur  as  a  result  of  the  pro- 
duction from  the  exported  equipment  or  technology. 

The  problem  is  even  more  complicated  today,  however. 
No  longer  does  the  United  States  have  a  monopoly  on  most 
products  and  services  to  the  end  that  the  refusal  of  the 
United  States  to  provide  its  export  will  preclude  the 
proposed  plant  or  project  from  going  forward.   Today, 
there  are  normally  several  foreign  suppliers  in  any  given 
situation  whose  total  product  packages  are  fully  competitive 
with  that  available  from  a  u  s.  manufacturer   Thus,  in 
almost  every  transaction  with  even  a  potential  possibility 
of  adverse  U.S.  employment  impact,  the  project  will  probably 
go  forward  from  a  foreign  supplier  if  the  U.S.  exporter 
does  not  receive  the  particular  contract.   So,  in  many  cases, 
if  Eximbank  provides  no  assistance  to  the  U.S.  exporter, 
the  U.S.  will  suffer  an  even  more  substantial  adverse  impact. 
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The  transaction  still  goes  forward,  but  the  foreign  supplier 
country  instead  of  the  U.S.  receives  the  employment  and  • 
other  benefits. 

Of  course,  most  Eximbank  long-term  transactions 
involve  the  export  of  capital  products  to  be  used  in  pro- 
jects which  are  essentially  local  in  their  economic  impact. 
Industrial  machinery  and  equipment  which  contribute  directly 
to  productive  capacity  are  the  most  likely  items  to  involve 
some  potential  adverse  economic  impact  on  the  U.S.   Over  the 
3-1/2  years  ending  in  December  1977,  however,  only  about  13% 
of  Eximbank  loans  by  value  and  20%  by  number  involved  goods 
in  this  category.  None  offered  potential  for  serious  adverse 
impact  and  only  about  4  to  5  percent  of  all  loans  offered 
the  potential  for  even  minor  adverse  impact. 

Pursuant  to  the  directive  added  to  our  Act  just 
a  few  months  ago  Eximbank  has  also  been  taking  into  account 
the  general  status  of  human  rights  in  the  country  to  receive 
the  exports  which  the  Bank  has  been  requested  to  support 
with  a  loan  or  financial  guarantee.   Also  considered  is 
the  effect  of  such  exports  on  human  rights  in  that  country. 
As  required  by  the  directive,  Eximbank  consults  regularly 
witn  the  State  Department  on  human  rights  matters  and 
obtains  the  views  of  the  Department  before  passing  on  any 
loan  or  financial  guarantee   In  addition,  Eximbank  is 
represented  on  the  inter-agency  group  on  human  rights. 
Eximbank's  semiannual  report  on  competitiveness  describes 
the  effect  of  exports  supported  by  Eximbank  loans  and 
financial  guarantees  on  human  rights  in  the  countries  to 
receive  such  exports,  as  well  as  the  manner  in  which  the 
Bank  takes  into  account  and  implements  its  policies  on 
human  rights. 

Under  the  provisions  of  the  Eximbank  statute 
requiring  loans  and  financial  guarantees  of  $60  million 
or  more  and  all  nuclear  loans  and  financial  guarantees 
to  be  submitted  to  Congress  for  25  days  before  final 
approval,  the  Bank  has  submitted  23  cases,  none  of  which 
ultimately  has  been  disapproved. 

In  summary,  Mr.  Chairman,  Eximbank  is  a  lending 
institution,  not  a  spending  institution.   Eximbank  is 
not  a  development  aid  agency.   The  expansion  of  Eximbank's 
overall  commitment  authority  to  $40  billion  and  the  extension 
of  its  life  to  1963  will  require  no  appropriations.   It  is 
a  self-sustaining  institution  whose  prudent  management  has 
made  it  possible  for  the  Bank  to  add  more  than  $1.8  billion 
for  reserves  against  possible  loan  losses  to  its  original 
capital  of  $1  billion.   Meanwhile,  the  Bank  has  paid  dividends 
of  almost  $1  billion  to  the  U.S.  Treasury. 


Digitized  by  VjOOQ IC 


20 

The  primary  purpose  of  Eximbank  is  still  to  facili- 
tate exports  -  American  exports  which  support  American  jobs. 
In  view  of  today's  massive  U.S.  trade  deficit  I  believe  that, 
for  the  foreseeable  future,  Eximbank  must  do  all  that  it  can 
reasonably  to  insure  that  U.S.  exporters  receive  competitive 
financial  support. 

Eximbank  needs  as  much  flexibility  as  possible  within 
the  parameters  of  its  statutory  authority  so  that  we  may  facili- 
tate exports.  We  pledge  to  be  good  stewards  of  the  authority 
you  grant.   We  will  use  that  authority  as  effectively  and 
prudently  as  possible  to  serve  the  purpose  for  which  Eximbank 
exists. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  discuss 
these  issues  with  you  and  the  members  of  this  subcommittee. 
I  shall,  of  course,  be  glad  to  answer  questions. 
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EXPORT-IMPORT  RANK  OF  THE  UNITED  STATES 


PROJECTED  AUTHORIZATIONS  AND  LIMITATIONS 


($  In  Millions) 


1977 


1978 


1982 


1983 


Loans  Authorized 
Regular 
Discount 
Guar.  &  Ins. 

747 

473 

4,379 

2,913 

500 

6,145 

3,800 

500 

7,846 

4,125 

550 

8,780 

4,538 

605 

9,884 

4,992 

665 

11,125 

5,491 

732 

12,520 

Cuaulatlve  Charges 
Regular 
Discount 
Guar.  &  Ins. 

14,563 

991 

2,511 

15,727 

899 

2,763 

18,550 

817 

3,284 

21,067 

752 

3,778 

23,853 

697 

4,348 

26,921 

811 

4,978 

30,267 

94f- 

5, 65* 

Chante  to  Limitations 
$25  Billion* 

18,065 

19,389 

22,651 

25,597 

28,898 

32,710 

36,86: 

$20  Billion** 

10,044 

11,052 

13,135 

15,114 

17,393 

19,911 

22,63f 

Recommendation 

Total  Lending  Authority 
Guarantees  and  Insurance 


40,00' 
25,00r 


*  Current  limitation  for  Direct  Loan  and  Discount  Loan,  outstanding  and  undisbursed 
balances,  plus  25Z  of  Guarantee  and  Insurance,  outstanding  and  undisbursed  balances. 

**  Current  limitation  for  100%  of  Guarantee  and  Insurance  outstanding  and  undisbursed 
balances. 
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Chairman  Neal.  Thank  you,  Mr.  Moore. 

Mr.  Julius  Katz,  Assistant  Secretary  of  State  for  Economic  and 
Business  Affairs,  will  be  our  next  witness. 
Mr.  Katz? 

STATEMENT  OP  HON.  JULIUS  L.  KATZ,  ASSISTANT  SECKETAEY  OP 
STATE  POB  ECONOMIC  AND  BUSINESS  APPAIRS,  DEPARTMENT 
OF  STATE 

Mr.  Katz.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  am  pleased  to  have  this  opportunity  to  appear 
before  your  subcommittee  in  support  of  legislation  to  amend  and 
extend  the  Export-Import  Bank  Act  of  1945. 

The  primary  purpose  of  the  Export-Import  Bank  is  to  benefit  the 
U.S.  economy  by  facilitating  sales  abroad  of  American  goods  and 
services.  At  the  same  time,  the  Bank  contributes  importantly  to  U.S. 
foreign  economic  policy,  not  as  a  foreign  aid  agency,  which  it  definitely 
is  not,  but  as  a  facilitator  of  international  trade. 

The  open  global  economy  that  the  United  States  has  worked  so  hard 
to  build  is  going  through  a  difficult  period.  It  still  has  not  emerged 
fully  from  the  most  severe  recession  in  35  years.  Some  countries,  the 
United  States  among  them,  are  facing  large  balance-of-payments 
deficits.  Many  are  suffering  from  high  rates  of  inflation  and  unem- 
ployment. Some,  especially  many  developing  countries,  find  it  difficult 
to  make  necessary  short-term  adjustments  to  changing  economic  condi- 
tions while  maintaining  desirable  growth  rates.  Some  are  mired  in 
poverty  and  will  need  large  amounts  of  capital  over  many  years  for 
their  economic  development. 

Efforts  to  increase  international  trade  are  of  key  importance  in  our 
objective  of  economic  recovery  and  growth.  We  have  taken  policy  ac- 
tions to  stimulate  recovery  of  our  economy  and  are  urging  many  other 
industrialized  countries  to  do  the  same  so  that  trade  can  contribute 
significantly  to  the  expansion  of  our  economies  and  reduction  in 
unemployment. 

We  are  also  seeking  to  bring  to  a  successful  conclusion  the  multi- 
lateral trade  negotiations  to  improve  and  further  liberalize  the  world 
trading  system. 

With  other  OECD  countries,  we  are  resisting  protectionism  and 
other  "beggar-thy-neighbor"  policies.  Export  credit  agencies,  such  as 
the  Export-Import  Bank,  contribute  to  our  general  economic  policy 
objectives  by  expanding  international  trade  by  overcoming  imperfec- 
tions in  the  market. 

The  Export-Import  Bank's  activities  directly  benefit  the  United 
States.  Our  most  pressing  problem  now  is  our  serious  trade  deficit — 
almost  $27  billion  last  year. 

There  are  a  number  of  reasons  for  this  deficit  and  a  number  of  meas- 
ures will  be  necessary  to  correct  it.  Most  significant  perhaps  is  our 
enormous  bill  for  imported  oil.  The  administration  hopes  Congress 
will  soon  enact  legislation  which  will  give  our  country  the  effective 
energy  policy  it  so  desperately  needs.  In  the  absence  of  an  effective 
national  energy  policy,  we  face  the  prospect  that  our  oil  deficit  will 
continue  to  grow  beyond  its  present  dangerous  level — $45  billion  in 
1977,  an  increase  of  31  percent  from  the  previous  year. 
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Even  with  an  effective  energy  policy,  however,  our  oil  import  bill 
will  remain  a  significant  factor  in  our  balance  of  payments  for  some 
years.  Thus,  an  essential  step  to  reduce  our  deficit  is  to  expand  exports. 

Exports  also  mean  jobs.  Each  $1  billion  in  exports  generates  roughly 
40,000  jobs.  About  one  of  eight  U.S.  manufacturing  jobs  and  one  of 
3  acres  of  American  farmland  produces  for  exports. 

The  administration  is  making  major  efforts  to  encourage  other 
nations  to  purchase  more  of  our  goods  and  services.  We  believe  that 
the  Export-Import  Bank  has  an  important  role  to  play  in  these 
efforts. 

The  Bank  assumes  certain  political  and  commercial  risks  which 
the  private  sector  is  unwilling  or  unable  to  assume.  The  Bank  helps 
overcome  the  private  market's  reluctance  to  provide  attractive  fixed- 
rate,  medium-term  financing.  The  Bank  provides  financial  assistance 
with  longer  maturities  than  those  available  from  the  private  sector. 

The  Export-Import  Bank  informs  the  American  business  commu- 
nity of  the  opportunities  offered  by  exporting  and  the  role  the  Bank 
can  play  in  helping  to  take  advantage  of  these  opportunities,  and  most 
important,  the  Bank  seeks  to  provide  support  on  terms  competitive 
with  those  offered  by  official  export-financing  agencies  in  other 
countries. 

The  Export-Import  Bank  performs  these  valuable  services  at  no 
cost  to  the  U.S.  Government.  The  draft  legislation  which  you  are  con- 
sidering would  provide  for  a  5-year  extension  of  the  Bank's  life.  It 
would  provide  a  valuable  signal  that  the  United  States  will  continue 
to  attach  importance  to  a  strong  export  performance. 

In  summary,  Mr.  Chairman,  I  would  like  to  make  several  major 
points.  Expanding  international  trade  benefits  to  the  United  States 
economically  and  politically,  our  present  trade  imbalance  calls  for 
increased  American  exports,  and  the  Export-Import  Bank  can  play 
a  valuable  role  in  facilitating  these  exports  at  minimal  cost  to  the 
U.S.  Government. 

Extension  of  the  Bank's  life  by  5  years  and  increase  in  its  commit- 
ment authorities  as  proposed  in  the  draft  legislation  before  you  will 
enable  the  Bank  to  play  its  important  role. 

This  legislation  is  very  much  in  the  interest  of  the  United  States, 
and  I  strongly  recommend  its  approval. 

Thank  you,  Mr.  Chairman. 

[Mr.  Katz'  prepared  statement  follows:] 
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STATEMENT  BY 

JULIUS  L.  KATZ 

ASSISTANT  SECRETARY  OF  STATE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

SUBCOMMITTEE  ON  INTERNATIONAL  TRADE, 

INVESTMENT  AND  MONETARY  POLICY 

HOUSE  OF  REPRESENTATIVES 


Mr.  Chairman: 

i  am  pleased  to  appear  before  your  committee  in 
support  of  legislation  to  amend  and  extend  the  export- 
Import  Bank  Act  of  1945,  as  amended.  This  legislation 
would  extend  the  Bank's  life  by  five  years  to  September  30, 
1983;  increase  its  total  commitment  authority  to  $40 
billion;  and  increase  the  limitation  on  the  aggregate 
amount  of  guarantees  and  insurance  which  the  bank  may 
charge  on  a  fractional  basis  against  its  total  commitment 
authority  to  $25  billion.  the  department  of  state 
strongly  supports  this  proposed  legislation. 

The  primary  purpose  of  the  Export-Import  Bank  is 
to  benefit  the  United  States  economy  by  facilitating 
sales  abroad  of  American  goods  and  services.  At  the 
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same  time,  the  bank  contributes  to  united  states  foreign 
economic  policy,  not  as  a  foreign  assistance  agency  — 
which  it  definitely  is  not  —'but  as  a  facilitator  of 
international  trade. 

we  are  all  aware  that  the  open,  global  economy 
the  United  States  has  worked  so  hard  to  build  is  going 

THROUGH  A  DIFFICULT  PERIOD.   It  STILL  HAS  NOT  EMERGED 

fully  from  the  most  severe  recession  in  35  years.  some 
countries  —  the  united  states  among  them  ~  are  facing 
large  balance  of  payments  deficits,  many  are  suffering 
from  high  rates  of  inflation  and  unemployment,  some  — 
especially  many  developing  countries  —  find  it  difficult 
to  make  necessary  short-term  adjustments  to  changing 
economic  conditions  while  maintaining  desirable  growth 
rates,  some  are  mired  in  poverty  and  will  need  large 
amounts  of  capital  over  many  years  for  their  economic 
development. 

The  United  States  is  taking  the  lead  in  seeking 
short-term  recovery  and  long-term  economic  growth  which 
will  be  stable  and  equitable.  efforts  to  increase  and 
facilitate  international  trade  are  of  key  importance  in 

THIS  REGARD.   We  HAVE  TAKEN  POLICY  ACTIONS  TO  STIMULATE 
RECOVERY  OF  OUR  ECONOMY  AND  ARE  URGING  OTHER  MAJOR 
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INDUSTRIALIZED  COUNTRIES  TO  DO  LIKEWISE  SO  THAT  TRADE 

CAN  CONTRIBUTE  SIGNIFICANTLY  TO  EXPANSION  OF  OUR  ECONOMIES 

AND  REDUCTION  IN  UNEMPLOYMENT.   We  ARE  ALSO  SEEKING  TO 

bring  to  a  successful  conclusion  the  multilateral  trade 
negotiations  to  improve  and  further  liberalize  the  world 
trading  system.  wlth  other  oecd  countries  we  are  resist- 
ing protectionism  and  other  "beggar-they-neighbor" 
policies.  Export  credit  agencies,  such  as  the  Export- 
Import  Bank,  contribute  to  our  general  economic  policy 
objectives  by  expanding  international  trade  by  overcoming 
imperfections  in  the  market. 

The  Export-Import  Bank's  activities  directly  benefit 
the  United  States.  Our  most  pressing  problem  now  is 
our  serious  trade  deficit  —  almost  $27  billion  last  year. 
There  are  a  number  of  reasons  for  this  deficit  and 
A  number  of  measures  will  be  necessary  to  correct  it. 
Most  significant  perhaps  is  our  enormous  bill  for  imported 
oil.  The  Administration  hopes  Congress  will  soon  enact 
legislation  which  will  give  our  country  the  effective 
energy  policy  it  so  desperately  needs.  In  the  absence 
of  an  effective  national  energy  policy,  we  face  the 
prospect  that  our  oil  deficit  will  continue  to  grow 
beyond  its  present  dangerous  level  —  $45  billion  in  1977, 
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AN  INCREASE  OF  31  PERCENT  FROM  THE  PREVIOUS  YEAR.   We 
MUST  BE  AWARE.,  HOWEVER,  THAT  EVEN  WITH  AN  EFFECTIVE 
ENERGY  POLICY,  OUR  OIL  IMPORT  BILL  WILL  REMAIN  A 
SIGNIFICANT  FACTOR  IN  OUR  BALANCE  OF  PAYMENTS  FOR  SOME 
YEARS . 

Oil  aside,  however,  I  would  like  to  stress  the 

FUNDAMENTAL  POINT  THAT  LAGGING  U.S.  EXPORTS,  NOT  SURGING 
IMPORTS,  ARE  THE  MAJOR  FACTOR  FOR  OUR  RECORD  DEFICIT 
LAST  YEAR.   NON-OIL  IMPORTS  INCREASED  BY  18  PERCENT 
LAST  YEAR  WHICH  IS  ONLY  A  LITTLE  BELOW  THE  HISTORICAL 

trend.    Meanwhile,  U.S.  exports  increased  by  5  percent 

WHICH  IS  LESS  THAN  HALF  THE  HISTORICAL  TREND.   IN  1976 
THEY  ROSE  BY  7  PERCENT  AND  IN  1975,  BY  9  PERCENT. 

Overall  growth  in  U.S.  exports  has  been  slowing  down, 
Moreover,  U.S.  exports  to  our  major  developed  country 
allies  are  increasing  at  an  even  lower  RATE  —  ONLY 
3.8  percent,  while  our  exports  to  the  developing  countries 
grew  by  5  percent.  clearly,  an  essential  step  to  reduce 
our  deficit  is  to  expand  exports. 

Exports  also  mean  jobs.  Each  $1  billion  in  exports 
generates  roughly  40,000  jobs.  about  one  of  eight  u.s, 
manufacturing  jobs  and  one  of  three  acres  of  american 
farmland  produces  for  exports. 
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The  Administration  is  making  major  efforts  to 
encourage  other  nations  to  purchase  more  of  our  goods  and 
services.  we  believe  that  the  export-import  bank  has  an 
important  role  to  play  in  these  efforts. 

it  is  important  that  in  carrying  out  its  role  of 
facilitating  american  exports  the  bank  not  distort  the 
liberal  international  trade  system  the  u.s.  has  worked  so 
hard  to  establish.  p.ather  the  bank  should  limit  its  role 
to  situations  necessary  to  overcome  market  imperfections, 
thus  strengthening  the  international  trading  system,  the 
Bank  does  this  in  a  number  of  ways: 

1.   It  assumes  political  and  certain  commerical 
risks  which  the  private  sector  is  unwilling  or  unable  to 
assume  and,  in  the  process,  serves  a  catalytic  role  of 
encouraging  private  financial  institutions  to  play  a 

LARGER  ROLE  IN  SUPPORTING  EXPORTS.   It  IS  IMPORTANT  TO 

note  in  this  regard  that  the  bank's  mandate  is  to  supple- 
ment and  encourage  u.s.  private  capital,  but  not  to  compete 
with  it.  For  example,  in  cooperation  with  the  Foreign 
Credit  Insurance  Association  (an  association  of  some  50 
marine  and  casualty  insurance  companies),  the  bank 
provides  credit  insurance  to  u.s.  exporters  against 
political  and  commercial  risks  on  their  short-  and 
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medium-term  overseas  sales.  the  bank  also  guarantees  the 
repayment  of  medium-term  export  loans  provided  by  u.s. 
banks  against  specific  commercial  and  political  risks. 

2.  The  Bank  helps  overcome  the  private  market's 
reluctance  to  provide  attractive,  fixed-rate,  medium-term 
financing.  Under  its  Discount  Loan  Program,  it  offers  a 
stand-by  commitment  to  discount  up  to  100  percent  of  a 
fixed- interest-rate  export  note  acquired  by  a  u.s,  bank. 
The  Export-Import  Bank's  participation  in  a  given  trans- 
action MAY  REASSURE  A  COMMERCIAL  BANK  SUFFICIENTLY  SO  IT 

will  participate  in  it  even  without  the  export-import 
Bank's  guarantee  or  insurance. 

3.  The  Bank  provides  financial  assistance  with 
longer  maturities  than  those  available  from  the  private 
sector.  Because  of  the  many  economic  and  political  un- 
certainties IN  THE  WORLD  TODAY,  COMMERCIAL  BANKS 

typically  are  reluctant  or  unwilling  to  extend  loans  with 
maturities  longer  than  five  or  seven  years.  the  size 
and  economic  characteristics  of  many  export  transactions 
require  longer  repayment  periods.  the  export-import 
Bank  can  meet  this  need.  In  a  typical  transaction 
with  participation  by  the  bank  and  a  commercial  bank, 
the  latter  is  repaid  from  the  earlier  maturities  and  the 
Export- Import  Bank  from  the  latter  ones,  This 
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encourages  the  participation  of  private  financing  while  at 
the  same  time  allowing  for  the  necessary  long  maturities. 

4.  The  Export-Import  Bank  informs  the  American 
business  community  of  the  opportunities  offered  by  ex- 
porting and  the  role  the  bank  can  play  in  helping  to  take 
advantage  of  these  opportunities.  the  bank's  officials 
have  recently  increased  their  efforts  to  communicate  with 
American  businessmen  through  speeches,  seminars,  and  other 
programs.  They  have  also  undertaken  an  expanded  program  of 
foreign  travel  to  explain  the  Bank's  programs  to  foreign 
government  officials  and  to  U.S.  BUSINESSMEN  residing 
abroad.  An  updated  brochure  explaining  the  Bank's  programs 
has  been  made  available  for  wide  distribution, 

5.  The  Bank  seeks  to  provide  support  on  terms 
competitive  with  those  offered  by  official  export  financing 

AGENCIES  IN  OTHER  COUNTRIES.   We  BELIEVE  CONTINUED  EFFORTS 
TO  STRENGTHEN  INTERNATIONAL  ARRANGEMENTS  REGULATING 
OFFICIALLY-SUPPORTED  EXPORT  CREDITS  ARE  THE  BEST  COURSE  TO 
FOLLOW  TO  ENSURE  THE  BANK'S  COMPETITIVENESS.   In  THE  MEAN- 
TIME, the  Bank  has  recently  begun  to  offer  its  direct 

CREDITS  —  WITH  THEIR  FIXED  INTEREST  RATES  —  FOR  GREATER 
PERCENTAGES  OF  THE  TOTAL  COST  OF  U.S.  EXPORTS  IN  INDIVIDUAL 
TRANSACTIONS.   It  HAS  ALSO  BEGUN  TO  LOWER  SOME  OF  ITS 
INTEREST  RATES,  TO  LENGTHEN  REPAYMENT  TERMS  AND  TO  PROVIDE 
SOME  LOCAL  COST  SUPPORT. 
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It  is  important  to  note  that  the  Export- Import 
Bank  performs  these  valuable  services  at  no  cost  to 
the  United  States  Government.  Rather,  functioning  as 
a  financial  intermediary,  the  Bank  borrows  funds  which 
it  needs  in  the  execution  of  its  programs.  The  Bank 
is  a  self-sustaining  institution,  and  we  believe  it 
will  continue  to  be  one. 

The  draft  legislation  which  you  are  considering 
would  provide  for  a  five-year  extension  of  the  bank's 
life.  Not  only  would  an  extension  of  this  duration 
be  in  keeping  with  past  practice,  it  would  provide  a 
valuable  signal  that  the  united  states  will  continue 
to  attach  importance  to  a  strong  export  performance. 
Although  I  defer  to  Chairman  Moore  for  a  detailed 

JUSTIFICATION  OF  THE  INCREASES  SOUGHT  FOR  TOTAL  COMMIT- 
MENT AUTHORITY  AND  THE  SUB-LIMIT  ON  GUARANTEES  AND 
INSURANCE  WHICH  MAY  BE  FRACTIONALLY  CHARGED  AGAINST 
TOTAL  AUTHORITY,  THE  STATE  DEPARTMENT  PARTICIPATED 
FULLY  IN  THE  INTERAGENCY  CONSULTATIONS  ON  THESE  AMOUNTS 
AND  WE  BELIEVE  THEY  ARE  APPROPRIATE.   THEY  WILL  ALLOW 
AN  EXPANDED  EXPORT- IMPORT  BANK  EFFORT,  WHICH  SEEMS 
CLEARLY  DESIRABLE,  AND  THEY  WILL  ALLOW  SUFFICIENT 
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flexibility  to  adjust  commitment  levels  from  year  to 
year  as  appropriate  under  the  circumstances  prevailing 
at  the  time. 

in  closing,  i  would  like  to  reiterate  several 
major  points.  Expanding  international  trade  benefits 
the  United  States  economically  and  politically.  Our 
present  trade  imbalance  calls  for  increased  american 
exports  and  the  export" import  bank  can  play  a  valuable 
role  in  facilitating  these  exports  at  minimal  cost 
to  the  U.S.  Government.  Extension  of  the  Bank's  life 

BY  FIVE  YEARS  AND  INCREASES  IN  ITS  COMMITMENT  AUTHORITY, 
AS  PROPOSED  IN  THE  DRAFT  LEGISLATION  BEFORE  YOU,  WILL 
ENABLE  THE  BANK  TO  PLAY  ITS  IMPORTANT  ROLE. 

I  STRONGLY  BELIEVE  THAT  ENACTMENT  OF  THIS  LEGISLA- 
TION IS  IN  THE  INTERESTS  OF  THE  UNITED  STATES.   I  URGE 
YOU  AND  YOUR  CONGRESSIONAL  COLLEAGUES  TO  SUPPORT  IT. 
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Chairman  Neal.  Mr.  Fred  Bergsten,  Assistant  Secretary  for  Inter- 
national Affairs,  Department  of  the  Treasury,  will  be  our  next  witness. 
Mr.  Secretary? 

STATEMENT  OF  HON.  C.  FRED  BERGSTEN,  ASSISTANT  SECRE- 
TARY FOE  INTERNATIONAL  AFFAIRS,  DEPARTMENT  OF  THE 
TREASURY 

Mr.  Bergsten.  In  my  statement,  which  I  will  submit  for  the  record, 
I  have  really  tried  to  address  what  I  think  are  the  two  fundamental 
questions  for  this  particular  piece  of  legislation.  First,  does  the  United 
States  need  an  effective  export-finance  program?  And  second,  is  the 
Export-Import  Bank  an  effective  tool  for  carrying  out  the  kind  of 
export  financing  that  we  need  ? 

My  answer  to  the  questions  and  the  administration's  answer  to  both 
questions  is  a  resounding  yes.  I  have  tried  to  provide  the  reasonings 
that  lead  us  to  that  conclusion  in  my  statement. 

Let  me  summarize  them  briefly  for  you. 

Chairman  Neal.  Without  objection,  we  will  put  your  entire  state- 
ment in  the  record. 

Mr.  Bergsten.  Thank  you,  Mr.  Chairman. 

On  the  first  point,  do  we  need  an  effective  export-finance  program? 
I  think  the  answer  is  very  clearly  "yes." 

Both  earlier  witnesses  have  noted  the  sizable  deficit  in  the  U.S.  trade 
balance  and  in  the  U.S.  current  account.  We  all  know  the  effect  which 
that  has  had  on  the  dollar  in  recent  months.  We  do  know  that  the  most 
important  factor  in  creating  the  trade  deficit  has  been  the  sharp  in- 
crease in  oil  imports,  which  emphasizes  the  need  to  take  decisive  action 
to  reduce  our  dependence  on  foreign  oil.  We  also  know  that  the  slow 
growth  of  markets  abroad,  much  slower  in  recovering  from  the  reces- 
sion than  the  U.S.  economy,  has  been  a  second  major  factor  adversely 
affecting  our  trade  balance. 

When  analyzing  the  overall  problem  of  U.S.  trade  today,  we  can 
see  that  some  of  the  basic  factors  behind  the  deficit  cannot  be  directly 
addressed  by  U.S.  policy.  We  can  urge  other  countries  to  follow  poli- 
cies aimed  at  maximizing  their  noninflationary  growth  rates.  We  can 
ursre  other  countries  to  liberalize  their  trade  barriers.  We  can  urge 
OPEC  to  follow  responsible  pricing  policies.  We  are  pursuing  all  of 
these  actions  with  a  good  deal  of  success,  but  the  critical  point  is  that 
none  of  those  factors  is  within  our  control.  However,  other  major  fac- 
tors affecting  U.S.  trade  are  subject  to  direct  U.S.  Government  policy 
action,  and  we  must  take  vigorous  action  on  all  of  them  in  light  of 
the  sizable  deficit  which  we  face. 

We  will  continue  to  press  for  decisive  action  on  the  energy  program. 
We  will  continue  to  pursue  domestic  policies  which  minimize  the  infla- 
tion rate  while  not  penalizing  the  growth  of  our  economy.  But  we  must 
also  do  what  we  can  to  assure  the  competitiveness  of  U.S.  exports. 

In  that  context,  Eximbank  has  an  extremely  important  role  to  play, 
especially  during  a  period  of  large  U.S.  trade  deficits.  An  accelerated 
Eximbank  program  is  an  appropriate  response  to  assist  exports,  and 
indeed  is  an  integral  part  of  the  overall  international  economic  policy 
of  the  Government. 
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During  the  past  2  or  3  years,  as  world  trade  has  been  growing  more 
slowly  than  normal,  some  of  our  major  trading  partners  have  under- 
taken very  aggressive  export  promotion  activities.  Indeed,  trade 
finance  has  been  one  of  the  mechanisms  used  by  many  countries  to 
promote  exports.  Relative  export  competitiveness  is  affected,  of  course, 
by  cost  and  quantity  of  official  trade  finance,  and  in  both  areas  other 
countries  have  been  moving  ahead. 

The  danger  of  escalating  official  export  credit  competition  is,  in 
fact,  a  very  real  one.  We  need  to  have  an  Export-Import  Bank  strong 
enough  both  to  provide  a  restraint  on  other  countries  and  also  to  sup- 
port our  own  sales  abroad  in  an  effective  way. 

So  far,  counterproductive  interest  rate  competition  has  been 
avoided,  largely  because  of  the  so-called  consensus  guidelines  on 
export  credits  which  were  negotiated  internationally  at  U.S.  initiative 
and  which  I  will  mention  later  in  my  comments. 

But  beyond  that,  the  availability  of  official  trade  finance  is  extremely 
important  to  the  United  States.  Operating  well  within  the  terms  of 
the  international  guidelines.  Eximbank  should,  and  I  believe  will,  be 
able  to  do  substantially  more  business  in  the  future. 

Now,  with  this  as  background,  I  would  like  to  turn  to  the  specific 
role  of  Eximbank  and  whether  it  does  an  effective  job  in  supporting 
U.S.  exports. 

The  fundamental  question,  of  course,  is  whether  Eximbank  increases 
U.S.  exports.  This  is  a  question  which  is  difficult  to  analyze,  but  which 
we  have  tried  to  look  at  carefully.  We  believe  that  the  Export-Import 
Bank  program  does,  in  fact,  significantly  promote  additional  U.S. 
exports  and  thereby  reduce  our  trade  deficit. 

We  at  Treasury  have  recently  tried  to  estimate  the  extent  to  which 
Eximbank  does  foster  new  U.S.  exports.  We  have  taken  a  compre- 
hensive sample  of  Eximbank  transactions  for  fiscal  1976  and  also 
looked  at  the  results  in  fiscal  1974  as  a  spot  check. 

In  analyzing  the  effect  of  Eximbank,  one,  of  course,  wants  to  net 
out  factors  that  are  beyond  Eximbank's  power  to  affect,  such  as  the 
price  of  a  product  itself,  the  quality,  and  marketing,  areas  where 
Eximbank  does  not  play  a  role. 

What  we  have  tried  to  do  is  to  concentrate  on  the  deficiencies  in  the 
financial  markets,  which  it  is  the  objective  of  Eximbank  to  offset,  and 
thereby  improve  the  competitiveness  of  American  sales. 

The  critical  point  is  that  there  are  identifiable  deficiencies  in  the 
private  market's  ability  to  finance  U.S.  exports.  I  should  note  that 
these  deficiencies  are  independent  of  whatever  type  of  international 
monetary  system  we  have,  whether  flexible  or  fixed  exchange  rates. 
Therefore  an  official  export  credit  program  is  essential  to  offset  such 
deficiencies,  whatever  the  underlying  international  monetary  regime. 

These  shortcomings  in  the  private  capital  markets  can  be,  I  think, 
grouped  in  three  categories.  The  first  is  loan  maturity.  Commercial 
banks  just  do  not  make  export  loans  with  repayment  periods  of  more 
than  5  years,  as  a  normal  matter;  and  the  longer  the  terms  needed,  the 
more  difficult  it  is  to  obtain  private  financing. 

Fixed  interest  rate  financing,  which  is  often  necessary  for  longer 
term  projects,  is  also  increasingly  difficult  to  obtain  from  the  private 
sector  for  longer  maturities.  The  problem  of  maturities  is  clearly  a 
deficiency  in  the  private  sector  that  needs  to  be  offset. 
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Second,  the  greater  the  value  of  a  particular  export,  the  more  difficult 
it  is  to  obtain  financing.  If  an  export  is  less  than  $10  million  or  so, 
financing  may  not  be  difficult  to  obtain ;  but  if  it  runs  over  $50  or  $60 
million,  financing  may  be  quite  difficult  to  obtain  in  the  private  sector. 
And  many  high  technology  and  large-scale  projects,  in  which  the 
United  States  has  a  comparative  advantage  in  international  trade,  cost 
this  much  or  more  and  thereby  require  us  to  go  beyond  what  the  private 
market  can  finance. 

A  third  shortcoming  in  the  market  relates  to  risk  assessment.  It  is 
generally  assumed — and  we  have  checked  this  out  by  many  discussions 
with  private  banks  and  financial  institutions  around  the  country — 
that  the  higher  the  per  capita  income  of  a  country,  the  more  credit- 
worthy it  is,  and  conversely,  the  less  its  per  capita  income,  the  less 
creditworthy.  Now,  this  is  an  obviously  oversimplified  assumption  and 
there  are  cases  where  the  contrary  can  be  demonstrated.  Nevertheless,  it 
is  true  that  many  of  the  less  developed  countries  do  not  find  ready 
acceptance  in  the  private  capital  markets  even  for  export  finance. 

And  I  might  say,  this  is  a  particularly  important  point  because  the 
most  rapidly  growing  markets  in  the  entire  world  economy  over  the 
last  decade,  and  I  believe  for  the  next  decade  or  so,  are  in  the  more 
advanced  of  the  developing  countries.  They  are  the  countries  whose 
income  and  absorptive  capacity  are  rising  rapidly,  where  it  is  par- 
ticularly important  for  us  to  make  sure  that  we  are  maximizing  our 
chances  of  achieving  the  export  sales,  and  more  importantly  even  per- 
haps, assuring  a  foothold  in  those  markets  so  that  over  time  we  are  able 
to  take  our  share  of  their  rapidly  rising  total  sales  from  the  world. 
Therefore,  the  issues  of  risk  assessment  and  participation  in  the  rapidly 
growing  markets  of  the  developing  world  are  important  aspects  of  our 
export  finance  policy. 

What  we  have  tried  to  do  is  look  at  these  three  deficiencies  in  the 
capital  markets — maturities,  loan  amounts,  and  country  risk  assess- 
ments— and  see  how  Eximbank  has  performed  in  promoting  additional 
U.S.  exports  over  the  last  several  years. 

I  have  appended  to  my  statement  an  annex  which  lays  out  our 
analysis  in  detail.  I  stress  that  any  econometric  analysis  of  this  type  is 
subject  to  many  simplifying  assumptions  and  inherent  shortcomings 
and  difficulties.  But  I  was  very  encouraged  that  our  results  demon- 
strated the  high  degree  of  additionally  which  Export-Import  Bank 
transactions  have  created  over  the  past  several  years.  In  fact,  in  fiscal 
1976,  when  Eximbank  loans  totaled  $2.1  billion,  they  supported  total 
exports  of  $5.2  billion,  at  least  $3.5  billion  of  which  clearly  seemed  to  be 
additional  to  what  the  United  States  would  have  sold  otherwise,  mak- 
ing a  very  high  return  on  the  direct  loans  themselves  of  a  little  over  $2 
billion. 

It  appears  from  this  analysis,  which  despite  its  shortcomings  is 
perhaps  better  than  has  been  attempted  before,  that  Eximbank  does 
an  effective  job  in  promoting  U.S.  exports,  and  therefore,  improving 
our  trade  position. 

The  other  side  of  any  cost-benefit  analysis,  of  course,  is  the  cost,  and 
the  second  key  factor  in  assessing  the  merits  of  an  expanded  Eximbank 
program  is  simply  that  it  carries  no  cost  to  the  U.S.  taxpayer. 

The  Bank  borrows  from  Treasury  at  one-eighth  of  1  percent  over 
the  interest  cost  to  Treasury  of  placing  5-  to  8-year  notes  in  the  private 
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market.  The  Bank  then  extends  its  credit  at  a  sufficient  spread  to  cover 
its  administrative  and  operating  costs,  to  place  some  retained  earnings 
in  reserve,  and  to  pay  a  dividend  to  Treasury,  which  has  been  running 
between  $20  million  and  $50  million  a  year  in  recent  years.  In  short, 
Eximbank  places  no  net  charge  on  the  U.S.  taxpayer,  and  therefore, 
has  an  attractive  record  from  the  cost  side  of  the  cost-benefit  analysis. 
Thus,  on  balance,  it  seems  to  us  that  Eximbank  comes  out  well  in  terms 
of  comparing  the  benefits  it  provides  for  the  U.S.  trade  balance  set 
against  the  costs  which,  as  I  suggest,  are  zero  to  the  taxpayer  in  terms 
of  its  programs. 

It  strongly  supports  U.S.  exports  at  the  same  time  that  it  is  a  self- 
supporting  institution.  Hence,  we  regard  it  as  an  effective  tool  in  sup- 
porting U.S.  exports  and  an  efficient  device  for  helping  reduce  the 
U.S.  trade  deficit. 

I  think  the  additional  point  that  always  has  to  be  made  is  that  the 
need  for  Eximbank,  going  beyond  this  effort  of  quantification  that 
I  mentioned,  must  always  be  examined  within  the  context  of  assistance 
made  available  by  other  governments  to  their  exporters. 

Export  finance  offered  by  major  foreign  countries  is  supported  by 
government  agencies,  sometimes  with  substantial  subsidies,  to  provide 
lower  than  market  interest  rates  and  other  benefits.  Eximbank  support 
for  U.S.  exports  is  necessary  to  offset  such  government  intervention 
in  the  interest  of  keeping  U.S.  exports  competitive.  I  have  attached 
to  my  statement  an  analysis  of  the  export  credit  policies  of  other 
countries  in  an  effort  to  show  how  some  of  them  have  moved  very 
aggressively  in  recent  years  and,  therefore,  how  it  is  essential  for  us 
to  make  sure  that  our  export  finance  remains  competitive. 

Partly  because  of  these  efforts  by  other  countries,  we  do  have  to 
take  whatever  steps  we  can  to  avoid  any  risk  of  a  self-defeating  export 
credit  war.  A  major  step  to  deal  with  that  risk  has  been  taken  over 
the  last  couple  of  years  by  international  negotiation  of  consensus 
guidelines,  so-called,  to  limit  the  export  credit  policies  of  participat- 
ing countries. 

Last  year,  consistent  with  the  legislative  mandate  contained  in  sec- 
tion 2  of  the  Export-Import  Bank  Act,  the  U.S.  Government,  in  factA 
took  the  initiative  to  propose  that  negotiations  should  be  undertaken 
to  improve  that  consensus. 

There  were  intensive  discussions  and  negotiations.  They  led  to  a 
successful  conclusion  on  February  22,  less  than  1  month  ago,  when 
20  government  and  the  Commission  of  the  European  Community 
agreed  on  an  ad  referendum  basis  to  a  new  international  arrange- 
ment on  officially  supported  export  credits.  The  United  States  has 
already  indicated  its  willingness  to  subscribe  to  that  arrangement. 
It  will  take  effect  on  April  1.  We  believe  it  will  be  effective  in  reducing 
the  risk  of  excessive  export  credit  competition. 

Finally,  Mr.  Chairman,  let  me  conclude  by  stating  that,  for  all  of 
the  reasons  I  have  mentioned,  we  believe  that  in  order  to  assure  that 
the  official  export  credit  of  the  United  States  is  adequate  to  meet  the 
deficiencies  in  the  private  capital  market  and  to  maintain  financial 
competitiveness  with  foreign  official  export  credit  programs,  a  5-year 
extension  of  the  Eximbank  Act  is  needed.  A  shorter  term  of  author- 
ization would  impair  the  Bank's  mission  by  adversely  affecting  the 
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Bank's  planning  and  programing  abilities  and  perhaps  raising  ques- 
tions in  the  minds  of  exporters,  bankers,  and  foreign  buyers  regarding 
the  sustainability  ana  dependability  of  their  relationships  with 
Eximbank. 

I  should  note  that  in  all  other  countries  the  export  finance  agencies 
are  essentially  maintained  in  perpetuity,  and  we  are  alone  in  having 
to  periodically  renew  the  authority  for  our  agency.  I  am  not  arguing 
that  is  a  bad  thing,  but  simply  that  a  5-year  period  would  again  put 
us  on  a  more  comparable  footing  with  other  countries  and  give  our 
buyers  the  kind  of  assurance  that  is  essential. 

At  the  same  time,  the  administration  believes  that  a  $15  billion 
increase,  to  $40  billion,  in  the  Bank's  overall  ceiling  is  important.  This 
would  meet  the  needs  envisioned  in  the  fiscal  year  1979  budget  sub- 
mitted by  the  President,  which  contemplates  a  $3.8-billion  increase  in 
direct  credit  authorizations. 

Assuming  an  increase  through  fiscal  year  1983  of  10  percent  per 
year  in  the  direct  loan  and  other  programs,  a  ceiling  of  $40  billion 
would  leave  a  relatively  thin  unused  margin  of  only  about  $3  billion 
at  the  end  of  that  authorization  period. 

In  conclusion,  Mr.  Chairman,  the  administration  strongly  supports 
the  legislation  before  this  subcommittee  as  an  important  component 
on  our  overall  international  economic  policy. 

The  administration's  position  on  international  trade  is  well  known. 
As  Secretary  Katz  has  said,  we  want  to  resist  protectionism ;  we  want 
to  press  for  a  world  trading  system  based  on  market  principles.  But 
we  do  recognize  the  difficulties  and  concerns  caused  throughout  the 
world,  and  certainly  here,  by  our  large  trade  deficit. 

On  December  21,*  1977,  the  President,  in  commenting  on  the  overall 
trade  situation  and  the  problems  of  our  trade  balance  and  the  dollar, 
indicated  very  explicitly  his  desire  to  increase  sharply  the  lending 
activitv  of  the  Export-Import.  Bank. 

In  this  regard,  the  President  said : 

We  will  not  engage  in  unfair  competition  for  export  markets.  We  will  fully 
respect  our  understandings  with  other  governments  regarding  the  export  credit 
terms.  But  within  these  understandings,  there  is  room  for  a  more  active  effort 
to  expand  our  exports. 

It  is  within  that  context  today  that  we  propose  a  sharp  increase  in 
the  lending  authority  of  the  Export-Import  Bank.  We  believe  it  is  a 
program  which  is  highly  beneficial  to  fundamental  U.S.  interests  with 
no  cost  to  the  U.S.  taxpayer. 

I  urge  your  support  for  that  program. 

Secretary  Neal.  Thank  you,  Mr.  Benjsten. 

And  now  we  would  like  to  hear  from  Mr.  Frank  Weil,  Assistant 
Secretary  for  Industry  and  Trade,  Department  of  Commerce. 

("The  prepared  statement  of  Mr.  Bergsten,  with  attached  annexes, 
follows :  j 
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STATEMENT  BY  THE  HONORABLE  C.  FRED  BERGSTEN 

ASSISTANT  SECRETARY  OF  THE  TREASURY 

FOR  INTERNATIONAL  AFFAIRS 

BEFORE 

THE  INTERNATIONAL  TRADE,  INVESTMENT  AND 

MONETARY  POLICY  SUBCOMMITTEE 

OF  THE 

HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 


Mr.  Chairman  and  Members  of  the  Subcommittee. 

I  am  pleased  to  be  here  this  morning  to  express  the 
support  of  the  Administration  for  the  extension  and  increased 
authorization  of  the  Export-Import  Bank.   Eximbank  is  an 
important  part  of  the  President's  international  economic 
program.   Put  in  simplest  terms,  Eximbank  can  help  our 
national  effort  to  reduce  the  U.S.  trade  deficit  —  at  very 
little  cost  to  the  U.S.  taxpayer. 

Eximbank's  Role  in  the  Current  World  Trade  Situation 

The  United  States  is  among  the  world's  wealthiest,  most 
powerful  economies.   Traditionally,  this  fact  alone  would 
suggest  that  we,  along  with  the  other  most  highly  industrial- 
ized economies,  should  be  providing  real  resources  to  the 
rest  of  the  world.  In  balance  of  payments  terms,  this  would 
mean  that  the  United  States  should  be  running  a  current 
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account  surplus,  financed  by  outflows  of  private  capital  and  aid. 

In  present  circumstances,  however,  a  current  account  sur- 
plus is  not  practical  because  of  the  imbalance  in  world  oil 
trade.   The  large  OPEC  current  account  surplus  will  decline 
only  gradually.   In  the  interim,  the  rest  of  the  world  must 
accept  an  equivalent  current  account  deficit,  and  the  United 
States  must  expect  to  absorb  a  portion  of  that  deficit.   Since 
we  have  a  large  surplus  on  transactions  in  services,  we  must 
experience  some  deficit  in  the  merchandise  trade  account. 

But  this  does  not  mean  that  we  are  indifferent  to  the 
size  of  our  trade  deficit.   We  are  concerned  about  its  present 
size  and  are  pursuing  policies  designed  to  deal  with  the 
problem. 

The  U.S.  current  account  deficit  increased  from  $1  billion 
in  1976  to  an  estimated  $19  billion  in  1977.   The  trade 
deficit  —  measured  on  a  balance-of-payraents  basis  — 
increased  from  $9  billon  to  $31  billion.   Imports  increased 
nearly  $28  billion,  while  exports  rose  less  than  $6  billion. 

The  single  most  important  factor  in  the  deterioration 
of  our  trade  balance  over  the  past  few  years  has  been  the 
increase  in  the  value  of  oil  imports.   Oil  imports  cost  about 
$45  billion  in  1977  —  up  from  less  than  $5  billion  as  recently 
as  1972.  Increased  volume  would  have  raised  the  bill  only  to 
$9  billion;  higher  prices  account  for  the  remaining  $36  bil- 
lion.  While  our  sales  to  OPEC  countries  also  increased,  our 
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trade  deficit  with  the  OPEC  countries  amounted  to  about 
$20  billion  in  1977. 

In  years  to  come,  this  central  component  of  the  trade 
balance  will  be  dominated  by  the  relationship  between  the 
growth  of  the  Arabian  peninsula's  capacity  to  absorb  imports 
and  America's  need  to  import  oil.   Adoption  of  a  comprehensive 
national  energy  program  —  which  would  both  pare  consumption 
and  expand  U.S.  energy  production  —  is  an  essential  response 
to  this  part  of  our  trade  balance  problem. 

Next  to  oil  imports,  the  most  important  factor  affect- 
ing our  trade  balance  has  been  the  slow  growth  of  our  major 
export  markets.   During  the  1960s,  the  United  States 
experienced  average  real  growth  of  4.2  percent  while  the  rest 
of  the  industrial  world  grew  by  6.8  percent.   Since  the  energy 
crisis,  however,  this  relationship  has  been  dramatically 
altered. 

By  the  end  of  1977,  industrial  production  in  the  United 
States  was  25  percent  higher  than  during  the  trough  in  early 
1975.  This  increase  is  strikingly  higher  than  that  of  our  major 
trading  partners,  which  grew  by  only  14  percent.   More  dramati- 
cally, industrial  production  in  the  United  States  expanded  about 
6  percent  in  1977  while  production  abroad  failed  to  grow  at 
all.   This  has  clearly  affected  the  rate  of  growth  of  demand 
for  U.S.  exports. 
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Some  of  the  basic  factors  behind  our  large  trade  and 
current  account  deficits  thus  cannot  be  directly  addressed  by 
O.S.  policy.   We  can  urge  other  countries  to  follow  policies 
aimed  at  maximizing  non-inflationary  growth.   We  can  urge  coun- 
tries to  liberalize  their  tariff  and  non-tariff  barriers. 
We  can  urge  OPEC  to  follow  responsible  pricing  policies.   We 
are  pursuing  all  of  these  actions,  with  a  good  deal  of  success, 
but  none  of  these  factors  is  directly  within  our  control. 

Other  major  factors  affecting  our  trade  are  subject  to 
direct  O.S.  Government  policy  actions,  and  we  must  take  vigor- 
ous action  on  all  of  them.   We  will  continue  to  press  for  action 
on  the  energy  program.   We  will  continue  to  pursue  domestic 
policies  which  minimize  our  inflation  rate,  while  not  penalizing 
the  growth  of  our  economy.   And  we  will  do  whatever  we  can  to 
assure  the  competitiveness  of  U.S.  exports. 

Eximbank  has  an  important  role  to  play  in  helping  to  pre- 
serve the  competitive  position  of  O.S.  exports.   Especially 
during  a  period  of  large  O.S.  trade  deficits,  an  accelerated 
Eximbank  program  is  an  appropriate  response  to  assist  exports. 

During  the  past  two  or  three  years,  with  world  trade 
growing  more  slowly  than  normal,  some  of  our  major  trading 
partners  have  undertaken  aggressive  export  promotion  activities. 
Trade  finance  has  been  one  of  the  mechanisms  used  by  governments 
to  promote  exports.   Relative  export  competitiveness  is  affected 
by  both  the  cost  and  the  quantity  of  official  trade  finance. 
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The  danger  of  escalating  official  export  credit  competition 
is  real  and  we  should  have  an  Export  Import  Bank  strong  enough 
to  provide  a  restraint  on  other  countries,  as  well  as  to  sup- 
port our  own  sales  abroad. 

While  counterproductive  interest  rate  competition  has 
been  avoided  —  largely  due  to  the  Consensus  Guidelines  on 
export  credits,  which  was  negotiated  originally  at  U.S. 
initiative  and  which  I  will  discuss  shortly  —  the  availa- 
bility of  official  trade  finance  has  been  important.   These 
Guidelines  were  recently  strengthened,  again  at  U.S.  initia- 
tive.  Operating  well  within  the  terms  of  these  Guidelines, 
Eximbank  will  be  able  to  do  substantially  more  business  than 
it  has  in  the  past.   With  this  as  background,  Mr.  Chairman, 
I  now  wish  to  turn  to  the  specific  role  of  Eximbank  and 
whether  it  is  effective  in  supporting  U.S.  exports. 

Does  Eximbank  do  an  effective  job? 

Does  Eximbank  financing  actually  increase  U.S.  exports? 
Is  the  Bank  assisting  exports  which  would  not  otherwise  be 
sold?   This  question  of  "additional ity"  is  a  difficult  one 
to  answer.   Yet  it  is  a  fundamental  question  for  any  U.S. 
Government  export  credit  program. 

The  Treasury  Department  has  recently  estimated  the 
extent  to  which  Eximbank  fostered  new  U.S.  exports,  using 
a  comprehensive  sample  of  Eximbank  transactions  for  FY  1976 
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and  spot-checking  the  results  by  a  partial  analysis  for 
FY  1974.   To  identify  additional ity,  it  is  necessary  to  exclude 
the  effect  of  such  factors  as  price,  quality  and  marketing, 
where  Eximbank  does  not  play  a  role;  the  concentration  must  be 
on  the  effect  of  deficiencies  in  the  financial  market,  where 
Eximbank  does  play  a  role. 

There  are  identifiable  deficiencies  in  the  private  mar- 
ket's ability  to  finance  U.S.  exports.  These  commonly  cited 
deficiencies,  which  we  have  confirmed  in  discussions  with  the  pri- 
vate sector,  are  independent  of  the  form  of  the  international 
monetary  system,  and  thus  are  not  affected  by  the  shift  to 
floating  exchange  rates.   They  can  be  divided  into  three  basic 
categories: 

1.  Loan  maturity.   Commercial  banks  do  not  readily  make 
export  loans  with  repayment  terms  of  over  five  years.   The 
longer  the  terms  needed,  the  more  difficult  it  is  to  obtain 
private  financing.   Fixed  interest  rate  financing  —  often 
necessary  for  longer  term  projects  —  is  also  increasingly 
difficult  for  longer  maturities. 

2.  Loan  Amount.   The  greater  the  value  of  a  particular 
export,  the  more  difficult  it  is  to  obtain  financing.   If  an 
export  is  less  than  $10  million,  financing  is  not  difficult 
to  obtain.   If  the  loan  is  over  $60  million,  financing  may 

be  difficult.   Many  high  technology  and  large  scale  projects 
cost  this  much  or  more. 
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3.  Risk  Assessment.   It  is  generally  assumed  that 
the  higher  the  income  per  capita  of  a  country,  the  more 
creditworthy  it  is.   This  assumption  is  obviously  oversimpli- 
fied.  There  are  often  cases  where  a  low  income  country  is 
creditworthy,  either  because  of  its  overall  economic  perfor- 
mance or  because  the  project  is  particularly  good.   Neverthe- 
less, many  less  developed  countries  do  not  find  ready  accep- 
tance in  the  private  capital  markets  of  industrialized 
countries. 

Treasury  has  attempted  to  measure  the  additionality  of 
Cximbank  financing  through  its  ability  to  overcome  these  three 
deficiencies.   The  analysis  appears  as  Annex  A  to  my  testimony. 
Even  though  the  analysis  is  a  tentative  first  step,  I  believe 
it  is  superior  to  earlier  efforts  and  that  the  study  may  be 
useful  in  the  deliberations  of  the  Committee. 

The  results  of  the  study  indicate  that  Eximbank  added 
almost  $4  billion  to  total  U.S.  export  sales  in  FY  1976.   About 
two-thirds  of  the  total  U.S.  exports  which  it  financed  directly 
represented  additional  sales  which  might  not  have  been  made 
if  Eximbank  financing  had  not  been  available.   In  addition, 
about  30  percent  of  the  guarantee  program  produced  additional 
sales,  as  did  about  27  percent  of  the  insurance  program,  accord- 
ing to  the  estimates  for  FY  1976  in  the  study.   In  FY  1974  the 
comparable  figure  exceeded  $5.6  billion. 
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The  second  key  factor  in  assessing  the  merits  of  an  expanded 
Eximbank  program  is  that  it  carries  no  cost  to  the  U.S.  taxpayer. 
The  Bank  borrows  from  the  Treasury  Department  at  one-eighth 
percent  over  the  interest  cost  to  Treasury  of  placing  five- 
to  eight-year  notes  oh  the  private  market.   The  Bank  extends 
credit  at  a  sufficient  spread  to  cover  its  administrative 
and  operating  costs,  to  place  some  retained  earnings  into 
reserves,  and  to  pay  a  dividend  to  the  Treasury.   It  places 
no  net  charge  on  the  U.S.  taxpayer. 

Eximbank  hence  comes  out  well  in  terms  of  cost-benefit 
analysis.   Its  programs  have  a  significant  degree  of  addi- 
tional ity.   They  are  self-supporting.   Hence  Eximbank  is  an 
effective  tool  for  supporting  U.S.  experts,  and  an  efficient 
device  for  helping  to  reduce  our  trade  deficit. 

Official  Export  Credit  Competition 

The  need  for  Eximbank  must  also  be  examined  within  the 
context  of  assistance  made  available  by  other  governments 
to  their  exporters.   Export  financing  offered  by  major  foreign 
countries  is  supported  by  government  agencies,  sometimes  with 
substantial  subsidies  to  provide  lower  than  market  interest 
rates.   Eximbank  support  to  U.S.  exports  is  necessary  to  offset 
such  government  intervention  in  the  interest  of  keeping  U.S. 
exports  competitive. 
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Of  our  major  trading  partners,  only  Canada  has  a 
smaller  official  export  finance  program  than  ours. 
Overall  Eximbank  support,  as  a  percentage  of  total  merchandise 
exports  from  the  United  States,  was  7  percent  in  1976. 
Canada's  ratio  was  5  percent.   By  comparison,  Germany  supported 
10  percent  of  its  merchandise  exports  with  official  financing, 
the  United  Kingdom,  23  percent;  France,  39  percent;  and  Japan, 
48  percent.  I  have  attached  at  Annex  B  a  brief  study  comparing 
the  official  export  credit  programs  of  major  industrialized 
countries  for  the  Committee's  use. 

These  data  suggest  the  presence  of  more  aggressive 
efforts  by  other  large  exporting  nations  to  stimulate  their 
exports  through  the  use  of  officially-supported  credits, 
guarantees  and  insurance  than  the  United  States  has  used  in 
the  past.   This  is  one  reason  why  we  are  asking  for  a  larger 
Eximbank  program. 

International  Guidelines  on  Export  Credit 

On  the  other  hand,  there  is  very  real  danger  of  a  self-defeating 
export  credit  war.   A  first  step  to  deal  with  this  risk  was 
taken  by  the  seven  major  trading  countries  —  the  United 
States,  the  United  Kingdom,  France,  Germany,  Italy,  Japan 
and  Canada  —  on  July  1,  1976,  when  they  adopted  Consensus 
Guidelines  designed  to  reduce  counter-productive  competition 
in  government  supported  export  credits.  The  Consensus  was 


Digitized  by  VjOOQ IC 


47 

subsequently  adopted  by  other  OECD  Member  countries  and  there  are 
now  twenty  participating  countries. 

Last  year,  consistent  with  the  legislative  mandate  contained 
in  Section  2  of  the  Export-Import  Bank  Act,l/  the  O.S.  Government 
took  the  initiative  to  propose  to  the  participants  that 
negotiations  should  be  undertaken  to  improve  the  Consensus. 
Intensive  discussions  and  negotiations  led  to  a  successful 
conclusion  on  February  22,  1978,  when  the  representatives 
of  twenty  governments  and  the  Commission  of  the  European 
Community  agreed  on  an  ad  referendum  basis  to  a  new  international 
Arrangement  on  Officially  Supported  Export  Credits.   The 
new  Arrangement  will  take  effect  on  April  1,  1978. 

This  Arrangement  is  not  a  legally  binding  agreement,  but 
an  informal  set  of  guidelines  for  the  official  export  credit 
agencies  in  the  twenty  countries.   We  are  not  yet  at  the 
stage  when  governments  are  willing  to  make  binding  commitments 
in  this  area.   On  the  whole,  however,  we  believe  that  derogations 
by  participants  will  be  minimal.   I  should  note  that  the  new 
Arrangement  is  the  product  of  intense  negotiations.   Neither 
we,  nor  any  other  single  participant,  could  dictate  the 
terms  of  the  final  Arrangement.   Compromise  was  necessary 
to  achieve  final  agreement  but,  in  the  last  analysis,  all 


1/  Section  2(b)(1)(A)  of  the  Export-Import  Bank  Act  states 

the  Bank  shall  "seek  to  reach  international  agreement  to  reduce 
government  subsidized  export  financing." 
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participants  believed  that,  on  balance,  it  was  a  good  package. 
The  U.S.  Government,  on  its  part,  has  confirmed  its  intention 
to  implement  the  Arrangement.   The  Japanese  Government  has 
similarly  confirmed  its  acceptance.   We  expect  other  governments 
to  take  similar  action  as  quickly  as  their  internal  processes 
permit. 

The  main  features  of  the  Arrangement  are: 

1.  A  cash  payment  of  at  least  15  percent  of  the  export 
contract  value  is  required. 

2.  Repayment  terms  should  not  exceed  eight  and  one  half 
years  for  relatively  rich  countries  and  intermediate  countries, 
and  10  years  for  relatively  poor  countries.  The  repayment 

of  official  export  credits  should  normally  be  in  equal  and 
regular  installments,  and  not  less  frequently  than  every 
six  months. 

3.  The  minimum  interest  rate  ranges  from  7.25  percent 
to  8  percent  based  on  the  number  of  years  in  the  repayment 
period  and  the  classification  of  the  country  receiving  the 
credit,  i.e.  a  relatively  rich,  an  intermediate  or  a  relatively 
poor  country.   Interest  shall  normally  not  be  capitalized 
during  the  repayment  period,  but  shall  be  paid  not  les3 
frequently  than  every  six  months  during  that  period. 

4.  The  financing  by  export  credit  agencies  of  local 
costs  connected  with  an  export  project  is  limited. 

5.  Prior  commitments  not  in  conformity  with  the 
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Arrangement  must  be  reported  and  the  procedure  for  such 
reporting  is  spelled  out.   Similarly,  the  procedures  for 
reporting  on  derogations  and  matching  offers  by  other  export 
credit  agencies  are  set  out  in  considerable  detail. 

6.  Excluded  from  coverage  under  the  Arrangement  are 
export  credits  for  military  equipment,  agricultural  commodities, 
aircraft,  nuclear  power  plants  and  ships.   In  the  aircraft  and 
nuclear  power  plant  sectors,  there  is  a  "standstill"  agreed 
upon  in  the  OECD  which  applies.   With  respect  to  ships,  there 

is  an  OECD  understanding  which  does  not  apply  to  the  United  States 
because  we  are  not  parties  to  it.   The  terms  of  the  Understand- 
ing are  more  stringent  than  those  in  the  Arrangement,  so  we 
have  agreed  to  notify  the  participants  if  we  offer  terms  on 
ship  finance  that  are  more  favorable  than  those  provided  for 
by  the  Arrangement. 

7.  There  is  a  provision  to  enable  other  OECD  member 
countries  and  others  to  participate. 

8.  Review  of  the  Arrangement  is  provided  for  at  least 
annually,  with  the  first  review  scheduled  for  October  1978. 

9.  Finally,  withdrawal  from  the  Arrangement  requires 
notice  of  not  less  than  60  days;  otherwise,  there  is  no 
termination  date. 

We  view  this  Arrangement  as  an  additional  step  in  the 
effort  to  avert  wasteful  export  credit  competition.   Its 
strength  is  in  the  procedures  which  enable  export  credit 
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agencies  to  operate  on  the  basis  of  knowledge  about  the 
export  credits  offered  by  their  competitor  agencies  abroad. 
Its  major  weakness  is  that  the  minimum  interest  rates  do 
not  reflect  market  rates  of  interest  for  comparable  credits 
denominated  in  different  currencies. 

We  recognize  that  no  single  set  of  minimum  interest 
rates  can  reflect  differences  in  market  interest  rates  (and 
underlying  rates  of  inflation)  in  the  currencies  of  several 
different  nations.   Obviously,  the  minimum  points  should 
be  different  for  different  currencies.   This  was  some- 
thing that  was  not  possible  to  negotiate  in  the  initial 
Arrangement. 

However,  the  single  set  of  interest  rates  across 
all  currencies  is  useful  in  that  it  reduces  the  danger  of  ex- 
cessive official  export  credit  competition.   Before  a  country 
goes  below  these  rates,  it  is  expected  to  notify  the  other 
parties  to  the  Arrangement.   Because  the  other  parties  will 
have  the  opportunity  to  match  the  lower  than  minimum  interest 
rate,  the  competitive  incentive  to  go  below  the  minimum  rate 
is  substantially  reduced. 

We  anticipate  that  shortcomings  will  be  addressed  in 
future  reviews  of  the  Arrangement.   Besides  the  question 
of  different  interest  rates  for  different  currencies,  other 
issues  we  will  look  at  closely  in  future  reviews  include 
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expanding  coverage  to  those  sectors  now  outside  the  Arrangement, 
and  developing  reporting  methods  for  related  programs  which 
impact  on  commercial  exports,  such  as  mixed  credits  and 
export  inflation  insurance  schemes. 

The  international  Arrangement  is  far  from  perfect  and 
needs  to  be  substantively  improved.   However,  it  constitutes 
progress  in  constraining  export  credit  agencies  in 
granting  official  export  credits.   The  standard  interest 
rate  schedule  of  the  Export-Import  Bank  is  above  the  minimum 
interest  rates  provided  in  the  Arrangement,  but  we  benefit 
from  the  Arrangement  because  it  sets  a  floor  on  the  interest 
rates  which  competitor  export  credit  agencies  charge  and 
because  it  acts  as  a  brake  on  self -defeating  competition. 

Need  for  Five-Year  Authority  and  $40  Billion  Ceiling 

In  order  to  assure  that  the  official  export  credit  of  the 
United  States  is  adequate  to  meet  the  deficiencies  in  the 
private  capital  market  and  to  maintain  financial  competi- 
tiveness with  foreign  official  export  credit  programs, 
a  five-year  extension  (until  September  30,  1983)  of  the 
Export-Import  Bank  Act  is  needed.   A  shorter  terra  of 
authorization  would  impair  the  Bank's  mission  by  adversely 
affecting  the  Bank's  planning  and  programming  abilities, 
and  possibly  by  raising  questions  in  the  minds  of  exporters, 
bankers  and  foreign  buyers  regarding  the  dependability  of 
relationships  with  Eximbank.   It  is  important,  therefore,  to 
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have  the  flexibility  that  a  longer-terra  commitment  to  the 
Bank  represents. 

The  Administration  believes  that  a  $15  billion 
increase  to  $40  billion  in  the  Bank's  overall  ceiling  is 
important.   This  would  meet  the  needs  envisioned  in 
the  FY  1979  budget  submitted  by  the  President,  which  contemplates 
a  $3.8  billion  increase  in  direct  credit  authorizations. 
Assuming  an  increase  through  fiscal  year  1983  of  10  percent 
per  year  in  the  direct  loan  and  other  programs/  a  ceiling 
of  $40  billion  would  leave  an  unused  margin  of  only  about 
$3  billion  at  the  end  of  the  authorization  period. 

Conclusion 

The  Administration  strongly  supports  the  legislation 
before  this  Committee  as  an  important  component  of  our 
international  economic  policy.   The  Administration's 
position  on  international  trade  is  well-known.   We  are  com- 
mitted to  pursuing  the  Multilateral  Trade  Negotiations  in 
Geneva  to  provide  the  conditions  for  expanding  international 
trade.   We  will  resist  protectionism  everywhere,  including 
here  at  home,  and  we  will  continue  to  press  for  a  world  trading 
system  based  on  market  principles. 

But  we  fully  recognize  that  the  problems  of  slow  growth, 
unemployment,  and  trade  deficits  create  pressures  for 
beggar-thy-neighbor  policies.   The  Administration  is  steadfast 
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in  its  determination  not  to  succumb  to  the  temptation  to 
use  its  export  credit  program  as  a  form  of  subsidy  designed 
to  take  business  away  from  our  trading  partners.   But  we 
cannot  be  naive  about  the  realities  of  trade  finance.   We 
will  not  stand  by  and  allow  others  to  deprive  our  exporters 
of  markets  through  unchallenged  use  of  their  official  export 
credits. 

In  his  December  21  statement  concerning  our  balance  of 
payments  situation,  the  President  indicated  his  desire  to 
increase  sharply  the  lending  activity  of  the  Export-Import 
Bank.   In  this  regard,  he  said,  "We  will  not  engage  in  unfair 
competition  for  export  markets;  we  will  fully  respect  our 
understandings  with  other  governments  regarding  export  credit 
terms.   But  within  these  understandings  there  is  room  for  a 
more  active  effort  to  expand  our  exports." 

The  Administration  believes  that  the  proposed  extension 
of  the  Export-Import  Bank  Act  and  the  increase  in  its  authority 
to  $40  billion  would  be  a  clear  signal  to  both  U.S.  industry 
and  labor  that  the  Government  will  support  them  in  increasing 
sales.   It  is  a  program  which  is  highly  beneficial  to 
fundamental  U.S.  interests,  with  very  low  cost.   It  is 
a  necessary  restraining  force  on  official  export  credit 
competition  by  other  countries.   I  urge  your  support  for  it. 
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Dean  A.  DeRosa  and 

William  W.  Nye 

U.S.  Treasury  Department 

ANNEX  A 


"additionality"  in  the  activities  of  the 
Export- import  bank  of  the  United  States 


THE  ISSUE 


The  primary  function  of  the  U.S.  Export -Import  Bank 
is  to  facilitate  the  sale  of  U.S.  exports  by  overcoming 
imperfections  believed  to  exist  in  private  markets  for 
financing  foreign  trade.   In  particular,  many  observers 
regard  the  limited  availability  of  long-term  funds  for 
financing  exports,  and  the  insistence  by  the  private 
market  on  premium  interest  rates  for  financing  export 
sales,  as  market  imperfections.   Major  Eximbank  programs 
are  intended  to  reduce  these  barriers  to  trade  by  pro- 
viding financing  for  U.S.  exports  on  longer  terms  than 
are  generally  available  from  commercial  banks,   and  by 
assuming  commercial,  political  and  other  risks  involved 
in  financing  U.S.  sales  abroad. 

The  ability  of  Eximbank  to  foster  new  U.S.  exports 
through  its  various  programs  is  popularly  termed  "addi- 
tional! ty."  Though  clearly  important  to  evaluating  the 
effectiveness  of  Eximbank  activities,  additionality  is 
not  a  readily  observable  phenomenon.   It  has  proven 
extremely  difficult  to  identify  the  independent  influence 
of  Eximbank  activities  on  U.S.  exports  by  econometric 
methods.   Additionality  therefore  is  often  investigated 
in  terms  of  particular  case  histories  in  which  features 
of  Eximbank  commitments  are  examined  to  determine  whether 
they  might  have  precluded  private  financing,  or  might 
have  severely  limited  the  supply  of  private  funds  at  a 
reasonable  price. 

In  this  paper,  we  present  the  results  of  a  different 
sort  of  case  history  evaluation  of  Eximbank  activities. 
While  other  investigators  have  adopted  interview  techniques 
or  restricted  their  investigations  to  a  very  limited  number 
of  Eximbank  cases,  our  analysis  evaluates  a  comprehensive 
sample  of  Eximbank  activities,  including  all  major 
Eximbank  programs  in  fiscal  year  (FY)  1976. 

Though  our  analysis  results  in  an  estimate  of  the 
additional  value  of  U.S.  exports  supported  by  Eximbank 
programs  in  recent  years,  this  analysis  is  concerned 
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only  with  the  most  direct  relationship  between  Eximbank 
programs  and  U.S.  exports.  A  more  general  analysis 
would  take  into  consideration  the  impact  of  Eximbank 
activities  on  the  exchange  rate,  and  the  resulting  changes 
in  U.S.  imports  and  non-supported  U.S.  exports.   Further, 
our  analysis  does  not  address  the  question  of  possible 
multiplier  effects  on  the  U.S.  economy  resulting  from 
Eximbank  programs . 

II.   ANALYTICAL  FRAMEWORK  AND  DATA  BASE 

To  permit  a  uniform  evaluation  of  a  large  volume  of 
Eximbank  commitments  in  support  of  U.S.  export  sales  we 
adopt  a  rather  rigid  analytical  framework.   Formally,  for 
each  Eximbank  loan,  guarantee  or  insurance  authorization  i 
we  define  the  additional  export  value  (A$i)  associated 
with  the  authorization  as 

(1)  A$i  -  ACi  X$± 

where  AC^  is  the  coefficient  of  additionality  and  X$^  is 
the  U.S.  export  value  associated  with  the  ith  commitment. 
The  additionality  coefficients  are  the  focus  of  our  anal- 
ysis.  To  estimate  their  value  we  hypothesize  that  these 
variables  are  functions  of  a  uniform  set  of  economic 
factors  related  to  each  authorization.   That  is,  that  the 
value  of  each  additionality  coefficient  is  given  by 

(2)  AC±  -  g  <FjfF|..  ..  FJ) 

where  the  F?  are  the  factors  determining  additionality  and 
n  is  the  total  number  of  factors. 

If  additionality  coefficients  were  observable  variables, 
the  functional  form  of  equation  (2)  and  the  separate  contri- 
bution of  each  factor  to  additionality  might  be  identified 
by  econometric  methods.   Since  this  is  not  the  case,  we 
adopt  an  alternative  approach.   We  first  assume  the  following 
separable  functional  form  for  (2): 

(2*>  ACj  -^IcJ  (Fj) 

where  the  C-J  are  separate  functions  determining  the  addi- 
tionality of  Eximbank  authorizations  attributable  to  the 
level,  or  •'intensity,"  of  each  factor  alone.   This  parti- 
cular specification  defines  each  additionality  coefficient 
as  a  simple  weighted  average  of  "partial"  additionality 
coefficients  associated  with  the  intensity  of  each  factor. 
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We  then  give  the  separate  functions  cJ  a  definite  form 
by  assigning  coefficient  values  between  zero  and  unity 
to  the  range  of  factor  intensities  given  by  an  a  priori 
classification  scheme  for  each  factor.        "" 

In  our  analysis  we  employ  three  factors  commonly  cited 
in  discussions  of  additionality:   Eximbank  authorization 
amount,  the  loan  duration,  and  the  characteristics  of  the 
obligor  country.  This  is  certainly  not  an  exhaustive  list 
of  factors  affecting  additionality.  However,  little  other 
useful  information  about  individual  Eximbank  commitments 
was  available  in  our  data  base  (described  below). 

Foreign  official  export  credit  competition,  though 
increasingly  mentioned  in  discussions  of  additionality, 
is  one  variable  deliberately  excluded  as  a  factor  affecting 
additionality  in  our  study.  While  more  advantageous  credit 
terms  abroad  may  reduce  U.S.  exports,  such  foreign  competi- 
tiveness does  not  influence  the  relationship  between  capital 
market  imperfections  and  U.S.  trade,  which  is  the  focus  of 
the  additionality  estimates  made  in  this  paper. 

To  account  for  the  possibility  that  any  one  factor 
might  take  on  such  an  extreme  value  as  to  exclude  the 
possibility  of  private  financing  regardless  of  the  intensity 
of  other  factors,  we  specify  threshold  values  for  each  of 
the  three  additionality  factors.  We  then  assume  that  Exim- 
bank commitments  involving  authorization  amounts  and  obligor 
countries  exceeding  threshold  conditions  for  these  two 
factors  are  entirely  additional.  For  commitments  having 
durations  longer  than  a  threshold  of  seven  years  we  assume 
that  only  the  portion  of  the  export  contract  value  prorated 
beyond  the  seventh  year  is  entirely  additional;  we  assume 
that  the  remaining  portion  has  the  additionality  given  by 
the  weighted  average  calculation.  This  special  interpreta- 
tion of  the  commitment  duration  threshold  is  prompted  by 
the  fact  that  private  commercial  banks  often  participate 
with  Eximbank  in  financing  the  first  five  to  seven  years  of 
a  longer  term  loan  commitment. 

To  incorporate  often  expressed  concerns  for  Eximbank* s 
financing  of  wide-bodied  commercial  jet  aircraft,  or  so- 
called  "jumbo  jets",  we  have  slightly  modified  the  weighted 
average  scheme  described  above.   Specifically,  we  introduce 
a  fourth  factor- -product  dominance- -to  the  analysis  of  these 
Eximbank  commitments.  Until  very  recently,  U.S.  jumbo  jets 
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have  faced  no  effective  foreign  competition,  and  therefore 
this  fourth  partial  additionally  coefficient  associated 
with  jumbo  jet  sales  is  assumed  to  be  zero  for  the  year  1976. 
Further,  even  if  one  of  the  other  three  factors  were  to 
exceed  its  threshold  value,  the  jumbo  jet  loan  is  not  judged 
to  be  entirely  additional.   Instead,  a  total  additionally 
coefficient  for  Eximbank  ccrcnroitments  involving  jumbo  jets 
sales  is  determined  as  a  weighted  average  of  four,  rather 
than  three,  partial  additionally  coefficients. 

The  classification  scheme,  partial  coefficient  assign- 
ments and  "filter"  thresholds  assumed  for  each  of  the  three 
primary  factors  influencing  additionality  in  our  study  are 
presented  in  Tables  1  and  2.   The  assumptions  embodied  in 
these  tables  are  based  largely  on  popular  assumptions  about 
the  limitations  of  private  commercial  bank  financing  for 
U.S.  export  sales.  As  the  assumptions  surrounding  the  first 
two  factors  are  largely  self-explanatory,  we  discuss  here 
briefly  only  the  assumptions  made  in  order  to  classify  the 
obligor  countries. 

Obligor  countries  are  divided  into  six  groups  with 
assumed  partial  additionality  coefficients  ranging  from  zero 
to  unity  as  set  forth  in  Table  1.   Developed  countries  and 
oil  exporting  countries  fall  into  the  first  two  country 
classifications  with  zero  or  only  marginal  additionality 
(see  Table  2).  This  follows  from  the  higher  per-capita 
income  levels  of  these  countries  and  from  the  popular 
assumption  that  these  countries  generally  offer  very  good 
credit  risks  and  have  ready  access  to  private  capital 
markets  (including  international  bond  markets). 

The  oil-importing  developing  countries  are  classified 
according  to  their  per-capita  income  levels  and  public  debt 
service  ratios  as  reported  by  the  World  Bank  for  1975.  The 
exact  country  classifications  in  Table  2  were  determined  by 
first  classifying  oil-importing  developing  countries  accord- 
ing to  four  per-capita  income  groups  identified  in  the 
World  Bank's  presentation  of  1975  debt  statistics  for 
developing  countries  (World  Bank,  World  Debt  Tables,  Septem- 
ber 1977).   Countries  in  each  group  having  public  debt 
service  ratios  greater  than  15  percent  (a  percentage  arbi- 
trarily selected)  were  transferred  to  the  next  lower  country 
group  (countries  transferred  in  this  way  are  denoted  by 
asterisks  in  Table  2).   Thus  countries  are  basically  ranked 
according  to  their  development  stage  and  debt  burden  in  1975. 
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The  assignment  of  additionally  coefficients  in  Table  1, 
however,  represents  little  more  than  a  linear  distribution 
of  possible  coefficient  values  across  the  final  six  country 
categories. 

Three  major  Eximbank  programs  are  separately  examined 
by  our  analysis:   combined  direct  and  Cooperating  Financing 
Facility  (CFF)  loans,  commercial  bank  guarantees,  and  Foreign 
Credit  Insurance  Association  (FCIA)  exporter  credit  insur- 
ance.  Data  on  these  three  programs  were  obtained  from 
extensive,  current  Eximbank  records  made  regularly  avail* 
able  to  the  Treasury  Department  by  Eximbank  on  computer 
tape. 

A  summary  of  the  important  characteristics  of  this 
data  base  for  FY  1976  is  presented  in  Table  3.  For  a  number 
of  reasons  the  statistics  in  Table  3  differ  from  those 
published  by  Eximbank  for  the  same  fiscal  year.   Probably 
the  most  important  reason  is  that  our  statistics  reflect 
corrections  made  to  FY  1976  Eximbank  records  after  the 
published  statistics  were  issued. 

III.   SIMULATION  RESULTS 

The  results  of  our  study  are  presented  in  Tables  4 
and  5.  Table  4  presents  results  for  FY  1976  Eximbank  loans, 
guarantees  and  insurance,  while  Table  5  reports  results  for 
FY  1974  Eximbank  loans  only.   In  both  tables,  the  appropriate 
additionality  coefficient  and  the  total  additional  value 
of  U.S.  exports  for  each  Eximbank  program  are  presented. 
The  remaining  simulation  results  in  the  tables  are  related 
to  the  importance  of  the  filter  "thresholds"  for  the  aggre- 
gate additionality  results.   The  share  of  additional  exports 
accounted  for  by  the  "threshold"  values  indicates  the  extent 
to  which  extreme  values  for  a  particular  factor  favor  com- 
plete additionality.  Average  values  of  the  three  factors 
in  commitments  captured  by  the  filter  are  also  presented. 
Since  only  one  factor  need  exceed  its  "threshold"  value 
for  a  commitment  to  be  captured  by  the  filter,  these 
statistics  suggest  the  importance  of  other  factors  in 
determining  the  commitments  actually  captured  by  the 
critical  filter.   Finally,  the  number  of  filter  threshold 
commitments  found  for  each  Eximbank  program  is  reported. 
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Exlmbank  Loans 


The  aggregate  additionally  coefficient  for  Eximbank 
direct  and  Cooperative  Financing  Facility  loans  in  FY  1976 
was  computed  to  be  0.64.  Of  the  computed  additional  value 
of  U.S.  exports,  82  percent  was  accounted  for  by  filtered 
commitments.   Since  the  average  length  of  the  loans  identi- 
fied by  the  filter  was  10.7  years,  it  appears  that  loan 
length  was  the  most  important  factor  contributing  to 
additionality.  By  contrast,  the  average  commitment  amount 
and  obligor  country  class  number  are  far  below  their  filter 
threshold  values. 

To  investigate  the  possibility  that  our  results  may  be 
misleading  because  FY  1976  was  not  a  representative  year, 
Eximbank  loans  authorized  in  FY  1974  were  also  investigated. 
The  results  for  FY  1974  are  strikingly  similar  to  the 
results  for  FY  1976  (see  Table  5).  Though  total  volume 
of  Eximbank  activity  was  larger  in  FY  1974  than  in  FY  1976, 
the  characteristics  of  the  loans  were  quite  similar.  An 
aggregate  additionality  coefficient  of  0.67  was  computed 
for  FY  1974  loans,  a  value  almost  identical  to  that  for 
FY  1976.  As  in  the  case  of  FY  1976  loans,  it  appears 
that  most  FY  1974  loans  identified  by  the  filter  were 
identified  because  of  their  length.   The  averaged  duration 
of  FY  1974  loans  was  10.3  years,  compared  to  10.7  for 
FY  1976  loans. 

Eximbank  Guarantees  and  Insurance 

The  most  striking  aspect  of  our  results  in  Table  4 
for  FY  1976  Eximbank  guarantee  and  Insurance  commitments 
is  that  the  computed  aggregate  additionality  coefficients 
for  both  programs  are  substantially  lower  than  the  coefficient 
computed  for  Eximbank  loans.  Aggregate  additionality  coef- 
ficients of  0.30  for  guarantees  and  0.27  for  insurance  are 
-indicated.   For  both  loans  and  guarantees  it  appears  that 
most  of  the  additionality  is  captured  by  the  weighted 
average  scheme  rather  than  the  threshold  filters.   Simu- 
lation results  not  reported  in  the  tables  indicate  that 
if  special  account  of  the  five  jumbo  jet  sales  guaranteed 
by  Eximbank  in  FY  1976  had  not  been  introduced  to  the 
analysis,  the  aggregate  additionality  coefficient  for 
Eximbank  guarantees  would  have  been  about  0.50,  rather 
than  0.30. 
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IV.   CONCLUSIONS 

This  study  suggests  that  Eximbank's  loan  program 
has  largely  succeeded  in  fostering  new  U.S.  exports  in 
recent  years,  while  its  guarantee  and  insurance  programs 
have  been  less  effective.  Aggregate  additionality  coeffi- 
cients of  0.64,  0.30  and  0.27  were  indicated  for  Eximbank's 
loan,  guarantee,  and  insurance  programs,  respectively,  in 
FY  1976. 

These  results  must  be  interpreted  carefully.   In 
particular  our  estimates  of  Eximbank  additionality  are 
based  on  popular  beliefs  about  the  limitations  of  private 
financing  for  U.S.  export  sales  rather  than  on  a  rigorous 
investigation  and  identification  of  capital  market  im- 
perfections.  Hence,  these  results  cannot  entirely  dispel 
doubts  about  the  ability  of  Eximbank  to  foster  U.S.  exports 
without  competing  with  private  capital  market  facilities. 
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Tabic  1 

As  fumed  Values  for  Partial  Additionality 
Coefficients  and  filter  Thresholds  5/ 


Additionality  Factor'  Partial  Coefficients 

1.  Authorisation  Slse 

Less  than  $10  Billion  0.0 

Creator  than  $10  pillion 

and  less  than  $*0  pillion  0.25 

Greater  than  $60  million  1.0 

(Filter  threshold:   $100  pillion) 

2.  Duration  of  Authorisation 

Less  than  2  years  0.0 

Greater  than  2  years  and 

less  than  S  years  0.25 

Greater  than  5  years  1.0 

(Filter  threshold:   7  years) 

3.  Obligor  Country  -'  *        "" 

Country  Class  1  0.0 

Country  Class  2  0.2S 

Country  Class  3  0.50 

*  Country  Class  4  0.7S 

Country  Class  5  1.0 

.(Filter  level:  Country  Class  €) 


a/   Partial  additionally  coefficients  »r^   used  to  determine 
*  total  additional ity  coefficients  for  Eximbank  commitments 
as  an  arithmetic  average  of  partial  coefficients  according 
to  equation  (2')  of  the  text.   For  example,  an  Eximbank 
commitment  of  $S0  sillion  for  six  years  involving  a  Class 
3  country  would  have  a  total  additionality  coefficient  of 
(0.7$*1*0. 5^/3*0.51.   If  the  s&n*   cotrjiitment  also  involves 
a  vide -bodied  jet  aircraft  sale  then,  as  discussed  in  the 
text,  the  total  additionality  coefficient  in  this  special 
case  would  be  calculated  as  (0.2S*l«0.3*0)/4»0.44.  Filtar 
thresholds  are  levels  of  additionality  factors  for  which 
it  is  generally  assumed  that  *n   Eximbank  commitment  is 
entirely  additional  if  at  least  one  additionally  factor 
exceeds  its  threshold  level*  Thus,  *n   Eximbank  commitment 
of  $150  million  would  be  considered  entirely  additional. 
As  discussed  in  the  text,  Eximbank  commitments  involving 
jumbo  jet  sales  are  excluded  from  being  assigned  unit 
additionality  in  this  manner.   Also,  in  cases  of  commitments 
exceeding  the  filter  threshold  of  seven  years  only  the 
.  portion  of  the  export  contract  value  prorated  beyond  the 
••  seventh  year  is  considered  entirely  additional. 

b/   A  detailed  list  of  countries  assigned  to  each  country 
class  is  presented  in  Table  2. 
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Tabic  2 
Obligor  Country  Classifications  i/ 


Country  Class  1 


The  major  OECD 

countries  plus  the  fol 

L lowing  oil 

exporting  countries: 

Iraq 

Kuwait 

United  Arab  Emirates 

Qatar 

Saudia 

Arabia 

Country  Class  2 

Cyprus 

Other  oil  exporting 

Countries « 

Greece 

Algeria     Equador 

Jamaica 

Gabon       Oman 

Malta 

Iran 

Portugal 

Indonesia 

Singapore 

Libya 

Spain 

Nigeria 

Yugoslavia 

Venezuela 

Country  Class  3 

* 

- 

China,  Rep. 

of 

Malaysia 

Zambia 

Colombia 

Mauritius 

- 

Costa  Rica 

Nicaragua 

Argentina* 

Dominican  Republic 

Panama 

Uruguay* 

'Fiji 

Paraguay 

Guatemala 

Syria 

Guyana 

Tunisia 

Korea,  Rep. 

of 

Turkey 

Country  Class  4 

• 

Botswana 

Philippines 

Cameroon 

Senegal 

Congo,  People's 

;  Rep. 

of  Swaziland 

El  Salvador 

Thailand 

Ghana 

Togo 

* 

Honduras 

, 

Ivory  Coast 

Brazil* 

'  ..  v 

Jordan 

Chile* 

N-. 

Liberia 

Mexico* 

Morocco 

Peru* 

Digitized  by  VjOOQ IC 


63 

Table  2  (Cont.) 


Country  Class  S 

Afghanistan  Niger 

Benin  Rwanda 

Burundi  Sierra  Leone 

Central  African  Empire   Somalia 

Chad  Tanzania 

Ethiopia  Uganda 

Gambia  Upper  Volta 

Kenya 

Lesotho 

Madagascar 

Malawi 

Mali 


Bolivia* 
Egypt* 
Mauritania* 
Sudan* 


Country  Class  6 

Bangladesh* 

Burma* 

India* 

Pakistan* 

Sri  Lanka* 

Zaire* 


a/   Classifications  are  based  primarily  on  per  capita  income 
~    levels  and  public  debt  service  ratios  reported  by  the 

World  Bank  for  1975.  Countries  denoted  by  asterisks  are 
countries  transferred  from  a  higher  income  group  because 
of  especially  great  publ.ic  debt  burdens. 
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Table  3 


Current  Statistics  on  Eximbank  Programs  for  FY  1976 


4/ 


Total  Authorized  Amount 
Total  Export  Contract  Value 
Average  Authorized  Amount 
Average  Export  Value 


Eximbank  Program * 

Loans!*/  Guarantees   Insurance 

$2091.0  $591.9  $534.3 

$5244.8  $1003.8  $707.9 

$2.1      $0.7  "  $0.5 

$5.3      $1.2  $0.6 


Average  Length  of  Authorizations  5.1  yrs.  3.8  yrs.  3.1  yrs. 

Average  Country  Class                3.4       3.3  3.2 

Number  of  Jumbo  Jet  Authorizations      9        5  0 

Total  Number  of  Authorizations        998       813  1185 


*/   Source  is  Eximbank  computer  tape  TR200.  Dollar  amounts 
""    are  in  millions  of  dollars.  Country  classification 

numbers  range  from  1  to  6,  with  country  credit  worthiness 
inversely  proportional  to  the  magnitude  of  the  country 
number. 

b/   Combined  direct ~and  Cooperative  Financing  Facility 
"    credits. 
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T«bl«   4 
Mditionality  in  FY   1976  Eximbank  Program* 


•/ 


Aggregate  Additionally 
Coefficient 


Eximbank  Program 


Loans!/  Guarantees   Insurance 
0,64      0.31      0.27 


Total  Additional  Export 
Value  . 


$3372.1    $307.6    $191.0 


Share  of  Total  Additional 
Export  Value  Accounted  for 
by  Filtered  Authorizations 


0.82      0.03 


0.00 


Average  Filtered 
Authorization  Amount 


$13.4      $0.8      $0.4 


Average  Duration  of 
Filtered  Authorizations 


10.7  yrs.   5.3  yrs.   5.0  yrs. 


Average  Country  Class  of 
Filtered  Authorizations 


2.9  S.6 


6.0 


Number  of  Filtered 
Authorizations 


106       10 


*J       Assumptions  underlying  the  simulation  results  are 

descibed  in  the  text.  Dollar  amounts  are  in  millions 
of  dollars. 

b/       Combined  direct  and  Cooperative  Financing  Facility  loans. 
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Table  5 
Additionally  in  FY  1974  Eximbank  Loans  * 


Aggregate  Additionality  0.67 

Coefficient 


Total  Additional  Export  $5152.9 

Value 


Share  of  Total  Additional  0.85 

Export  Value  Accounted  for 
by  Filtered  Authorizations 


Average  Filtered  $12.2 

Authorization  Amount 


Average  Duration  of  10.3  yrs. 

Filtered  Authorizations 


Average  Country  Class  of  3.0 

Filtered  Authorizations 


Number  of  Filtered  185 

Authorizations 


a/   Direct  and  Cooperative  Financing  Facility  loans.  Assump- 
tions underlying  the  sin ulat ion  results  are  described  in 
the  text.  Dollar  amounts  are  in  millions  of  dollars. 


Digitized  by  VjOOQ IC 


67 

Dean  A.  DeRosa 

U.S.  Treasury  Department 

ANNEX  B 
FOREIGN  OFFICIAL  EXPORT  SUPPORT  IN  1975  AND  1976;   A  BRIEF 
REVIEW  OF  THE  STATISTICS 


Statistics  on  the  volume  of  foreign  official  export 
support  are  gathered  by  Eximbank  through  direct  exchange 
of  data  with  foreign  official  export  credit  agencies. 
Since  1972,.  Eximbank  has  released  these  statistics  in 
semiannual  reports  to  the  Congress  on  Eximbank1 s  compet- 
itiveness vis-a-vis  foreign  official  export  credit  agencies. 

The  most  recent  statistics  reported  to  Congress  are 
reproduced  in  Table  1.  These  statistics  are  for  calendar 
years  1975  and  1976.   They  refer  to  authorized  levels  of 
support  rather  than  to  contract  values  of  supported  exports. 

In  terms  of  overall  official  export  support  (loans, 
guarantees  and  insurance) ,  it  is  apparent  from  Table  1 
that  Germany,  the  United  Kingdom  and  the  United  States 
have  support  programs  of  about  equal  (absolute  dollar) 
size.   In  contrast,  Canada  and  Italy  appear  to  have  rela- 
tively modest  programs.   Japan  and  France,  on  the  other 
hand,  clearly  have  the  largest  support  programs.  The 
Japanese  and  French  programs  are  about  two  to  three  times 
larger  than  the  individual  programs  of  Germany,  the 
United  Kingdom  or  the  United  States. 

Official  support  by  most  countries  appears  to  c  rnsist 
predominantly  of  insurance  and  guarantee  authorizations 
rather  than  of  direct  credits  and  discounts.   (Notably, 
official  support  by  the  United  States  and  Canada  does  not 
fit  this  mold.)  Again  the  French  and  Japanese  programs 
appear  the  most  active,  and  the  Canadian  program  appears 
the  least  active. 

Finally,  Table  1  reveals  that  extension  of  direct 
official  export  credit  by  most  countries,  including  Japan, 
is  less  than  the  extension  of  direct  official  credit  by 
the  United  States.   The  volume  of  French  direct  official 
export  credit,  however,  is  the  greatest,  outpacing  official 
U.S.  direct  credits  by  about  two  to  one. 

Comparisons  of  official  export  support  levels  among 
countries  can  be  misleading.   Since  different  countries 
participate  in  different  degrees  in  the  world  export 
market,  a  better  perspective  on  official  export  credit 
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competition  among  countries  is  gained  by  scaling  official 
export  support  levels  by  the  volume  of  each  country's 
exports.   The  problem  here  lies  in  choosing  an  export 
volume  measure  which  best  matches  the  "basket"  of  goods 
generally  supported  by  official  export  credit  agencies. 
Though  total -exports  are  often  used,  a  narrower  export 
measure  may  be  more  appropriate  since  the  commodity 
composition  of  national  exports  varies  widely,  while  the 
export  support  programs  of  official  agencies  tend  to  be 
directed  primarily  toward  non-agricultural  goods,  espec- 
ially high  valued  producers'  durables. 

In  Tables  2  and  3,  overall  official  export  support 
levels  and  direct  export  credits  respectively  are  presented 
as  percentages  of  three  common  export  volume  measures: 

(a)  capital  goods  exports  (as  represented  by  transport  and 
machhinery  exports  (SITC  7),  and  described  in  the  Appendix), 

(b)  manufactured  exports  (SITC  5-9),  and  (c)  total  merchandise 
exports . 

By  comparison  to  the  results  in  Table  1,  ranking  the 
percentages  presented  in  Tables  2  and  3  produces  no  partic- 
ularly startling  results.   France  and  Japan  appear  to  have 
the  most  aggressive  export  support  programs,  while  Canada 
appears  to  have  the  least  aggressive  program.   In  terms  of 
official  direct  credits,  both  the  United  States  and  Germany 
appear  to  have  somewhat  less  aggressive  support  programs  in 
proportion  to  export  volume,  while  Italy  appears  to  have  a 
somewhat  more  aggressive  program  in  proportion  to  its 'export 
volume.   These  observations  are  invariant  to  the  export 
volume  deflator  chosen. 

Two  features  of  the  results  in  Tables  2  and  3  are  of 
more  interest.   First,  the  percentages  appear  relatively 
stable  as  between  1975  and  1976  for  each  country  across  all 
export  categories.   (The  one  exception  is  Italy  where  offi- 
cial export  support  fell  significantly  in  1976.)   Second, 
the  results  indicate  that  official  export  support  as  a 
proportion  of  export  volume  becomes  extremely  large  as  the 
category  of  exports  considered  is  narrowed. 

This  is  not  to  imply  that  narrow  measures  of  export 
volume  are  inappropriate  for  judging  the  extent  of  official 
support  for  world  exports.   Indeed,  some  narrow  measures 
are  probably  more  appropriate  than  total  export  volume 
because,  as  noted  previously,  countries  differ  in  the 
commodity  composition  of  their  exports  while  official 
export  support  agencies  generally  design  their  programs 
to  support  manufactured  exports,  particularly  high  value 
capital  goods  exports. 
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Table  1 

Official  Export  Support  in  Several  Major  Trading  Countries-'' 
(Billions  of  U.S.  Dollars) 


Country 

Insurance  and 

Guarantee 

Authorizations 

Direct  and 
Discount  X(Oan 
Authorizations 

Overall 
Volume  of  .  . 
Support   —' 

Canada 

, 

1975 
1976 

911 
1339 

1137 
718 

2048 
2057 

France 

1975 
1976 

19626 
21920 

7326 
7595 

19626 
21920 

Germany 

1975 
1976 

7950 
10387 

1252 
1544 

7950 
10387 

Italy 

1975 
1976 

4596 
3306 

2859 
1451 

4596 
3306 

Japan 

1975 
1976  - 

25968 
32034 

2377 
3266 

25968 
32034 

United 
Kingdom  - 

1975 
1976 

9645 
10519 

1402 
1152 

9645 
10519 

United 
States 

1975 
1976 

3744 
4800 

3813 
3489 

7557 
8289 

a/   Source  is  Report  to 

the  U.S.  Congress  on  1 

Export  Credit 

Compe 

itition  and  the 

Export-Import  Bank  of 

the  United  States, 

July  1977. 

b/   For  the  European  countries  and  Japan,  overall  volume 

fiaures  are  the  same  as  insurance  and  auarantee  volume 
statistics  because  official  as  well  as  private  portions 
of  direct  official  credits  are  insured  in  these  countries. 
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Tabid  2  . 

Overall  Official  Export  Support  Relative  to  Various 
Measures  of  Export  Trade  Volume  for  Several  Major 
Trading  Countries 


Country 

Overall 
Volume  of 
Support!.' 
($  mill) 

Canada 

1975 
1976  • 

2048 
2057 

France 

1975 
1976 

19626 
21920 

Germany 

1975 
1976 

7950 
10387 

Italy 

1975 
1976 

.4596 

3306 

Japan 

1975 
1976 

25968 

32034 

United   # 
Xingdom 

1975 
1976 

9645 
10519 

United 
States 

1975 
1976 

6445 

7085 

Transport  and 


Official  Support  as  Percent  of£/ 


Manufac- 


Machinery  Exports-  tured  Exports 


21.5 
17.9 


114.0 
117.8 


19.0 
21.4 


37.6 
25.9 


94.6 

89.1 


52.7 
57.2 


16.5 
16.7 


12.6 
10.3 


48.9 

50.7 


9.8 

11.2 


15.7 
11.6 


48.1 
49.0 


?5.6 
26.5 


10.2 
10.4 


Total 
Exports 


6.4 
5.5 


38.0 
39.4 


8.8 
10.2 


13.2 
9.8 


46.5 

47.6 


22.0 
22.7 


7.1 
7.3 


a/  Source  is  Table  1         »  #  . 

b/  Based  on  OECO,  Foreign  Trade  Statistics,  Series  A.  Transport 
and  machinery  exports  refer  to  SITC  7,  and  manufactured  exports 
to  SITC  5-9. 

S/    Extremely  large  percentages  result  when  overall  export  credit 
statistics  are  divided  by  this  category  of  exports  because 
th#  overall  *xn/>rt  credit  statistics  include  all  categories  of 
supported  qoods  and  service  exports,  not  just  officially  supported 
transport  and  machinery  exports. 
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Table  3 

Direct  and  Discount  Loan  Authorizations  Relative  to  Various 
Measures  of  Export  Trade  Volume  for  Several  Major  Trading 

Countries 

Volume  of  Direct  .. 

and  Discount  Official  Support  as  Percent  of=^ 

Loan  Support  Transport  and       Manufac-       Total 

Country    ($  mill)*/ Machinery  Exports   tured  Exports   Exports 

Canada 

1975  1137  11.9  7.0 

1976  718  6.2  3.6 

France 

1975  7326  42.5  18.2  1 

1976  7595  40.8  17.6  1 

Germany 

1975  1252  3.0  1.5 

1976  1544        #        3.2  1.7 

Italy 

1975  2859  23.4  9.7 

1976  1451  11.4  4.6 

Japan 

1975  2377  8.7  4.4 

1976  m  3266  9.1  5.0 

United 
Kingdom 

1975  1402  7.7  3.7 

1976  1152  .   6.3  2.9 

United 
States 

1975  3813  8.3  5.1 

1976  3489  7.0  4.4 

a/  Source  is  Table  1. 

b/     Based  on  OECD,  Foreign  Trade  Statistics,  Series  A.  Transport 
and  machinery  exports  refer  to  SITC  7,  and  manufactured  exports 
to  SITC  5-9. 
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STATEMENT  OF  HON.  PRANK  A.  WEIL,  ASSISTANT  SECRETARY 
FOR  INDUSTRY  AND  TRADE,  DEPARTMENT  OF  COMMERCE 

Mr.  Weil.  Mr.  Chairman,  thank  you  very  much.  I  am  very  pleased 
to  be  here  today  on  such  a  distinguished  panel. 

My  colleagues  from  the  administration  have  left  very  little  original 
for  me  to  add,  but  let  me  briefly  summarize  our  point  of  view. 

In  1977  the  United  States  had  a  trade  deficit  of  $31  billion  on  a 
balance  of  payments  basis.  It  was  the  third  deficit  in  4  years,  and  it  was 
over  four  times  larger  than  in  1976. 

Its  size  and  persistance  has  aroused  widespread  concern,  both  here 
and  abroad.  It  requires  our  prompt  and  serious  attention  because  it 
can  affect  our  economy,  our  standard  of  living,  and  the  stability  and 
value  of  the  U.S.  dollar. 

On  the  import  side,  the  chief  factors  were  our  high  and  rising  energy 
imports,  together  with  our  comparatively  fast  and  broad  recovery 
from  the  recession,  which  was  accompanied,  as  was  expected,  by  in- 
creased purchases  from  abroad.  The  end  result  was  1977  imports  at 
$147  billion,  growing  at  a  rate  over  1976  of  22  percent. 

Exports,  on  the  other  hand,  also  increased  but  at  only  a  5-percent 
rate,  reaching  $121  billion. 

At  this  level,  our  export  performance  is  clearly  inadequate. 

By  comparison,  other  industrialized  countries  have  increased  their 
exports  in  the  first  three-quarters  of  1977  at  a  16-percent  rate. 

I  indicate  in  my  written  testimony,  which,  Mr.  Chairman,  I  would 
like  to  submit  for  the  record,  how  the  world  recession  has  hit  hard  at 
traditionally  important  U.S.  product  sectors  and  markets.      / 

I  also  suggest  how  exchange  rate  movements  and  inflation  have 
eroded  U.S.  price  competitiveness  through  1975  and  1976. 

However,  we  now  see  some  potential  in  the  offing  for  better  export 
performance.  Whether  we  can  seize  the  opportunity  and  capitalize 
on  that  potential  is  the  problem  that  confronts  us. 

This  brings  me  to  the  difficult,  intangible,  but  important  question  of 
nonprice  competition. 

I  have  been  active,  until  last  year  when  I  came  to  Government,  as  a 
businessman,  and  I  know  full  well  that  closing  a  sale  depends  on  a 
great  many  factors  other  than  simply  price — sales  skill,  a  good  prod- 
uct, speedy  delivery,  to  name  a  few. 

This  makes  questions  and  studies  of  additionally  very  questionable, 
and  perhaps  we  need  a  psychoanalyst  to  study  the  subject  as  well  as 
economists. 

Now,  in  all  of  these  fields  we  face  keen  competition  from  abroad, 
particularly  because  our  foreign  competitors  are  having  to  develop 
their  growth  through  exports  rather  than  internally.  We  have  to  work 
hard  on  these  nonprice  aspects,  and,  in  fact,  there  is  in  the  United 
States  today  a  trade  mission  from  Japan  signaling  a  change  of  attitude 
on  the  part  of  the  Japanese  with  respect  to  imports. 

A  key  competitive  element  is  adequate  financing,  one  that  comes 
to  my  attention  as  often  as  any  other.  Our  business  firms  are  acutely 
aware  that  foreign  markets  promoting  their  national  exports  give  a 
prominent  role  to  their  credit  support  systems. 

These  governments  recognize  that  for  a  wide  range  of  products 
the  ability  to  offer  credit  terms  favorable  and  attractive  credit  terms 
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is  essential  if  export  sales  are  to  be  won.  These  governments  have 
established  broad  and  effective  programs  to  favor  exports  over  other 
economic  sectors. 

Through  their  official  powers,  for  example,  interest  rates,  including 
private  rates,  may  be  set  at  low  levels,  and  contrary  to  commercial 
practice,  they  are  fixed,  not  floating. 

Government  supported  credit  is  available  to  finance  the  entire  trans- 
action in  many  cases,  not  just  a  portion. 

Special  programs  to  offset  inflation  and  exchange  rate  risk  are  also 
available. 

This  competitive  challenge  is  not  likely  to  abate.  In  part,  exports 
are  essential  to  the  economic  well-being  of  the  countries  concerned, 
and,  in  part,  where  sales  of  capital  equipment  is  at  stake,  credit  is  vital 
because  of  the  long  payback  terms  needed  and  the  increasing  com- 
plexity and  cost  of  this  equipment. 

While  the  new  international  credit  arrangement  will  help  contain 
competition  in  certain  dimensions  of  export  credit,  we  expect  that 
intense  competition  will  continue  within  the  parameters  of  the  arrange- 
ment, as  well  as  along  those  dimensions  not  covered  by  it. 

In  the  U.S.  system,  most  exports — and  I  have  some  numbers  I  would 
like  to  submit  for  the  record,  Mr.  Chairman — are  financed  entirely 
in  the  private  sector,  and  this  is  as  it  should  be.  But  on  some  occasions 
Eximbank  assistance  may  be  needed  to  offset  foreign  competition  or 
to  supplement  the  private  mechanism  and  enable  our  badly  needed 
exports  to  go  forward. 

[Subsequently,  Mr.  Weil  submitted  the  following  tables  for  inclu- 
sion in  the  record  re  Eximbank  authorizations  and  U.S.  exports.] 
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EXIMBANK  AUTHORIZATIONS  AND  U.S.  EXPORTS 

The  accompanying  tables  show  that  Exlmbank  authorizations  dropped  substan- 
tially both  relatively  and  absolutely  1n  1977.    In  the  few  years  Immedl- 
ately  preceding  1977.  Exlmbank  authorizations  declined  relatively,  but 
not  absolutely.    These  results  are  apparent  whether  judged  In  teres  of 

*  Exlmbank  overall  authorizations  related  to  overall  exports. 

*  Exlmbank  long-term  authorizations  related  to  capital  goods  exports. 

*  Exlmbank  authorizations  adjusted  for  price  Increases,  both  overall 
and  for  capital  goods  (I.e.,  In  constant  dollars.) 

The  data  might  well  be  refined  1n  several  ways,  but  the  basic  downward 
trend  seems  evident. 

Capital  goods  are  broken  out  because  they  are 

*  Already  a  large  portion  of  U.S.  exports,  at  30-35  percent. 

*  Frequently  regarded  as  a  sector  of  U.S.  comparative  advantage  and 
a  leading  edge  of  future  export  growth. 

*  Inclusive  of  big- ticket  Items  requiring  long  payback  periods  for 
which  Exlmbank  long-term  support  may  be  needed. 

*  Important  to  U.S.  domestic  economic  growth  and  to  the  economies  of 
scale  of  some  heavy  Industries. 

Raw  export  growth  1s  running  faster  than  Exlmbank  authorization  levels, 
and  the  Bank's  relative  role  and  usefulness  as  a  foreign  trade  Instrument 
1s  diminishing.    In  light  of  the  present  trade  deficit,  Exlmbank  overall 
authorizations  at  12  percent  of  overall  exports  would  not  seem  unreasonable 
by  hlstorfea    standards;    this  Implies  some  $14.4  billion  In  annual  authori- 
zations if  exports  remain  at  the  1977  level.    At  9.3  percent  (the  more  modest 
1970  and  1974  levels),  $11  billion  1n  annual  authorizations  is  Implied. 
Either  level  could  justify  the  $40  billion  legislative  request.    A  $40 
billion  limitation  would  appear  excessive,  however,  if  It  Is  believed  that 
Exlmbank  annual  authorizations  should  remain  at  about  the  same  absolute 
level  Irrespective  of  export  growth. 
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PROPORTIONATE  EXIMBANK  SUPPORT  OF  EXPORTS 
(millions  of  dollars) 


Overall    Exports  Capital  Goods 

Merchandise  Total  Ex  1m  "  capita1!  Extm  Long- 

t          Exports  Auths  t  Goods  Exps      Tory  Auths 

1177              4.7        $120,163  $5,600  2.9  $41,018  $1,184 

1176              7.S         114,802  8.620  7.9  40,334  3,177 

1175              8.8          107,130  8,315  9.6  37.546  3,584 

1974              9.3           97,908  9,100  15.3  31,309  4,778 

1973            12.0           70,823  8,514  16.3  22,387  3,645 

1972            14.7           49,199  7,230  19.5  17,398  3,389 

1971            12.4           43,549  5,397  18.2  15,738  2,863 

1970              9.3            42,659  3,968  12.5  14,950  1,864 


Technical  note;    Exlmbank  data  are  on  a  fiscal  year  basis,  while 
export  data  are  on  a  calendar  year  basis.     Exlmbank  long-term 
authorizations  comprise  direct  loans  and  financial  guarantees. 
Capital  goods  exports  follow  the  Department  of  Commerce's  Bureau 
of  Economic  Analysis  definition. 

Sources:    Exlmbank  Annual  Reports  for  FY- 77,  pp.  10-11,  and  for 
FY- 74,  p.  21.    Commerce  Department  Overseas  Business  Report: 
U.S.  Foreign  Trade  Annual,  1970-76,  et  seq. 


25-303  O  -  78  -  6 
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ii. 


EX IT1  BANK  AUTHORIZATIONS  IN  CURRENT  AND  CONSTANT  DOLLARS 
(minions  of  dollars) 


Export 
Price 

Overall  Auths 

Long-term 

wo 

Auths 

1970 

Current 

Current 

Index 

Dollars 

Dollars 

Dollars 

Dollars 

1177 

1.913 

2,927 

5,600 

619 

1.184 

1976 

1.826 

4,721 

8,620 

1,740 

3,177 

1175 

1.762 

4,719 

8,315 

2,037 

3,689 

1974 

1.576 

5,774 

9,100 

3,032 

4,778 

1973 

1.241 

6,861 

8,514 

2,937 

3,646 

1972 

1.062 

6,808 

7,230 

3,191 

3,389 

1971 

1.033 

5,225 

5,397 

2,772 

2,863 

1970 

1.000 

3,968 

3,968 

1,864 

1,864 

Source 

:     IMF. 

International 

Financial 

Statistics,  tables 

for  the 

United 

States, 

Line  74:  Export  Prices. 

Exlmbank  Annual  Reports 

for  FY-77,  pp. 

10-11,  and  for  FY-74,  p. 

21. 

Note:    Export  price 

factor  for  1977  Is  estimated. 
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Change  In  Proportion  of  French  Exports  Officially  Supported 


I.  Exlmbank  oaloulatlon 

1973 

mi 

1975 

1976 

22.6% 

25% 

25% 

39S 

I.  Alternative  oaloulatlon 

1973 

12Ii 

1321 

ml 

Value  French  export* 
(1973  •  100) 

100 

137 

140 

168 

Export  or edit  au- 
thorisations 
(1974  •  100) 

NA 

100 

145 

151 

Insurance  authoriza- 
tions 
(1973  •  100)  100      143      237      265 

Conclusion:  Use  of  French  export  credit  Insurance  facilities 

clearly  Increased  at  a  greater  rate  than  the  value 
of  French  exports  1973  -  1976.  Export  credit 
authorisations  also  Increased  at  a  greater  rate 
than  overall  value  of  French  exports  1974  -  1976. 
The  faster  rate  of  Increase  for  Insurance  authorisa- 
tions may  reflect  the  Increased  use  of  cost  Inflation 
Insurance . 

Source :      Exlmbank  Semiannual  Report  on  Competitiveness 
IMF/International  Financial  Statistics 
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Mr.  Weil.  Eximbank's  functions  are  well  described  by  Chairman 
Moore.  However,  I  do  want  to  call  your  attention  to  a  special  export 
problem  to  which  we  in  the  Department  of  Commerce  give  a  very 
high  priority. 

There  are  many  U.S.  firms,  most  of  them  smaller  firms,  medium- 
sized,  that  produce  a  quality  product  at  a  reasonable  price  and,  could 
readily  sell  more  abroad  against  foreign  competition  than  they  have  in 
the  past.  Unfortunately,  too  many  of  these  do  not  actively  seek  an 
export  business.  Some  of  these  may  be  distant  from  our  major  export- 
ing centers.  They  may  even  receive  occasional  unsolicited  export  orders 
that  they  consider  troublesome  to  fill.  There  are  approximately  20,000 
firms  that  export  today,  but  perhaps  twice  that  number  could  be 
successfully  exporting. 

I  have  made  it  my  personal  concern  to  stimulate  the  interest  and 
participation  of  these  smaller  and  medium-sized  firms  in  our  export 
trade.  I  am  impressed  by  the  Eximbank's  ability  to  support  this,  and 
the  Commerce  Department  is  cooperating  fully  with  tne  Eximbank 
and  the  Small  Business  Administration  to  reach  out  to  more  of  these 
businesses. 

Eximbank  is  a  key  element  in  our  export  picture.  A  weak  and 
anemic  Bank,  uncertain  of  its  future,  will  handicap  our  exporters  and 
make  it  more  difficult  to  correct  our  trade  deficit. 

For  these  reasons,  it  is  important  to  send  out  a  strong  signal  to  the 
world  and  to  the  United  States  that  the  Eximbank  will  be  strongly 
funded  and  will  have  a  secure  future. 

The  Government  itself  cannot  export;  only  private  companies  can 
make  the  sales.  But  the  Government  can  do  much  to  create  an  environ- 
ment favorable  to  exporting. 

I  urge  this  subcommittee  to  support  this  legislation  as  part  of  creat- 
ing that  environment. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Weil  follows :] 
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STATEMENT  OF  FRANK  A.  WEIL 

ASSISTANT  SECRETARY  OF  COMMERCE 
FOR  INDUSTRY  AND  TRADE 

Before  the 

SUBCOMMITTEE  ON  INTERNATIONAL  TRADE,  INVESTMENT  AND  MONETARY  POLICY 
HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 


Mr.  Chairman,  and  distinguished  members  of  this  Committee,  my  name 
1s  Frank  A.  Heft  ,  and  I  am  Assistant  Secretary  of  Commerce  for  Industry 
and  Trade.     I  welcome  the  opportunity  to  address  these  Hearings  on  the 
Export-Import  Bank's  legislative  request  from  the  perspective  of  our  Inter- 
national trade  position. 

We  are  presently  challenged  by  a  trade  deffclt  1n  1977  amounting 
to  $27  billion.    While  a  deficit  1n  and  of  Itself  need  not  necessarily 
cause  alarm,  the  size  of  the  1977  figure  and  Its  persistence  has  aroused 
widespread  concern  both  domestically  and  abroad.    This  deficit  1s  the 
third  1n  four  years,  and  1t  1s  more  than  four  times  as  large  as  the  1976 
level.     It  requires  our  prompt  and  serious  attention  because  1t  can  affect 
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our  economy,  our  standard  of  living,  and  the  stability  and  value  of  the 
U.S.  dollar. 

What  factors  underlie  the  development  of  a  deficit  of  these  pro- 
portions? One  side  of  the  equation  1s  the  swift  acceleration  of  U.S. 
Imports.  Our  purchases  abroad  amounted  to  $147  billion  1n  1977,  a  22 
percent  Increase  over  1976.  Petroleum  Imports  rising  to  $45  billion 
certainly  contributed  conspicuously  to  our  Import  picture.  However,  non- 
petroleum  Imports  also  showed  pervasive,  1f  less  dramatic,  growth  1n 
response  to  more  rapid  U.S.  economic  recovery  relative  to  other  coun- 
tries. These  two  factors—  our  comparative  prosperity  and  oil  Imports- 
are  the  principal  explanation  of  our  Import  growth. 

What  1s  of  particular  concern  to  me  1s  the  other  side  of  the 
equation—  the  fact  that  our  exports  grew  less  than  5  percent  1n  1977, 
reaching  only  $121  billion.  I  wish  I  could  report  that  U.S.  export- 
performance  was  similar  to  that  of  other  countries.  In  reality,  however, 
the  exports  of  other  Industrialized  countries  were  up  16  percent  through 
the  first  three  quarters  of  1977.  We  have  consequently  lost  ground  In 
world  markets,  with  U.S.  exports  accounting  for  12.7  percent  of  global 
exports  (based  on  part-year  1977  data),  compared  to  13.2  percent  a  year 
ago.  Moreover,  1n  volume  terms,  after  cancelling  out  price  Increases, 
U.S.  exports  were  only  one  percent  larger  1n  1977  than  1n  1974. 
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The  pace  of  our  exports  reflects  several  depressive  factors.     In 
the  Important  and  normally  strong  capital  goods  and  Industrial  supplies 
sectors,  the  after-effects  of  the  world  recession  that  began  In  1974 
still  constrain  U.S.  export  sales.    Such  traditional  growth  products  as 
aircraft  and  construction  machinery,  for  example,  experienced  absolute 
declines  1n  1977.     (See  table.)    Agricultural  exports,  which  jumped 
sharply  1n  1973  and  1974,  have  now  leveled  off  with  more  abundant  world 
harvests  and  Inventories.    Only  consumer  goods,  a  less  significant  sec- 
tor of  our  overall  trade,  have  responded  satisfactorily  to  fairly  strong 
personal  expenditure  abroad.    On  a  country  basis,  several  of  our  most 
Important  traditional  markets  are  recovering  more  slowly  than  the  tradi- 
tional markets  of  other  major  exporting  nations. 

Nevertheless,  exporters  of  other  nations  faced  many  of  these  same 
economic  conditions  and  yet  have  scored  more  Impressive  export  records 
than  we  have.    U.S.  exports  rose  less  than  6  percent  last  year,  but 
Germany's  grew  15  percent,  France's  15  percent,  Japan's  20  percent,  and 
Britain's  22  percent.    From  these  thought- provoking  data,  we  may  well  ask 
whether  our  products  might  have  become  less  competitive  In  world  markets. 
I  would  like  to  address  two  aspects  of  this  Important  question. 

First  with  respect  to  price—  certainly  an  Important,  although  not 
all -dominant,  factor  1n  export  sales.  It  appears  that  the  two  dollar  de- 
valuations of  1971  and  1973  effectively  reduced  U.S.  export  prices  for 
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U.S.  EXPORTS  OF  MAJOR  COMMODITIES,  1974-77 
(Billions  of  Dollars,   f.s.s.  Transaction  Value) 


Commodity 

1974 

1975 

1976 

1977 

Exports,  Total  .1/ 

$97.9 

$107.1 

$114.8 

$120.1 

Non-agricultural  products,  Total 

76.2 

85.5 

91.7 

95.9 

of  which  manufactured  goods 

63.5 

71.0 

77.2 

80.5 

Machinery,  Total 

24.3 

29.1 

32.0 

33.3 

Construction,  excavating,   and  mining 

4.1 

6.1 

6.2 

5.6 

machinery 

Power- gene rat tog  machinery 

2.8 

3*4 

3.6 

3.5 

Computers    and   parts 

2.2 

2.2 

2.6 

3.3 

Agricultural  machinery  and  parts 

1.0 

1.5 

1.6 

1.6 

Heating  and  cooling  machinery 

1.2 

1.4 

1.6 

r.8 

Electric  power  machinery  and  svltchgear 

.1.5 

1.7 

2.1 

2.3 

Telecommunications  apparatus 

1.4 

1.6 

2*0 

2.1 

Tubes,   transistors  and  semi-conductors 

1.4 

1.3 

1.7 

1.8 

Transport  equipment,  Total 

u12.7 

15.0 

16.2 

16*2 

Road  motor  vehicles  and  parts 

7.2 

9.1 

10.0 

10.7 

To  Canada 

5.0 

5.7 

6.4 

7.1 

To  other  countries 

2.3 

3.4 

3.5 

3.5 

Civilian  aircraft  and  parts 

4.7 

4.8 

5.1 

4.7 

Chemicals,  Total 

8.8 

8.7 

10.0 

10.8 

Organic   chemicals 

2.6 

2.4 

2.9 

3.2 

Inorganic  chemicals 

0.8 

0.9 

1.0 

1.0 

FlastlC  materials 

1.6 

1.2 

1.7 

1.7 

Medicinals  and  pharmaceuticals 

0.8 

0.9 

1.0 

1.1 

Other  Non-Agricultural  Products, 

30.4 

32.7 

33.5 

35.6 

Total 

Coal 

2.4 

3.3 

2.9 

2.7 

Iron  and  steel 

2.5 

2.4 

1.8 

1.6 

Textiles,   excluding  clothing 

1.8 

1.6 

2.0 

2.0 

Paper  and  manufactures 

1.5 

1.4 

1.6 

1.5 

Scientific  instruments 

1.6 

1.8 

1.9 

2.2 

Special  category   (military  goods) 

2.1 

3.0 

2.6 

3.2 

Agricultural  Products,  Total 

22.3 

22.1 

23.3 

24.2 

Wheat 

4.4 

5.2 

3.9 

2.7 

Corn 

3.8 

4*4 

5.2 

4.1 

Soybeans 

3.5 

2.9 

3.3 

4.4 

Fruits  and  Vegetables 

1.1 

1.1 

1.3 

1.4 

Animal  feed 

1.3 

1.0 

1.4 

1.6 

1/  Totals  exclude  —  commodities  include  —  grant-aid  shipments. 
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about  two  years  thereafter.  By  1976,  however,  a  large  part  of  this  rela- 
tive price  advantage  had  been  eroded  by  Inflation  and  currency  realign- 
ments, and  we  may  presently  be  witnessing  the  residual  effects  of  the 
1976  comparative  price  structure  (allowing  a  1-2  year  lag  before  relative 
changes  1n  export  prices  are  translated  Into  changes  In  export  competi- 
tiveness.) More  recently,  U.S.  price  stability  combined  with  dollar 
depreciation  against  the  currencies  of  major  competitors  should  Improve 
U.S.  price  competitiveness.  (See  chart.)  These  developments  suggest 
that  some  potential  for  a  better  U.S.  export  performance  may  be  In  the 
offing.  Whether  we  can  capitalize  on  that  potential  1s  the  problem  that 
confronts  us. 

This  brings  me  to  the  difficult,  Intangible,  but  Important  question 
of  non- price  competition.  I  have  been  active  as  a  businessman,  and  I 
know  full  well  that  closing  a. sale  depends  on  a  great  many  factors  other 
than  simply  price—  sales  skill,  a  good  product,  attractive  financing, 
speedy  delivery,  to  name  a  few.  Translated  Into  the  business  of  a  nation, 
our  export  prowess  will  depend  on  how  aggressively  we  will  seek  to  exploit 
any  advantage  that  price  may  confer  on  us. 

To  be  sure,  we  face  competitive  challenges  on  many  fronts.  Our 
technology  1s  excellent,  but  1n  many  fields  others  can  offer  comparable 
know-how.  We  have  advanced  salesmanship  Into  an  art,  but  others 
practice  Innovative  and  sophisticated  techniques  1n  selling  1n  Eastern 
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U.S.  EXPORT  PRICE  COMPETITIVENESS  IN  MANUFACTURED  GOODS 
IMPROVED  IN  FIRST  HALF  OF  1977 


135' 


126' 


117 


108 


World  Manufactures 
Export  Prices  Relative 
to  U.S.  —  1970*100 


Upward  Movement 
Denotes  Improved 
U.S.  Price 
Comoetltlveness 


Smithsonian  Realignment 


1 1 h — I 1 1 1 

1970    1971    1972    1973    1974    1975    1976   1977 


90' 


»    Foreign  manufactures  export  prices  rose  more  rapidly  than 
U.S.  manufactures  export  prices  over  past  year. 

t    This  recently  Improved  U.S.  price  competitiveness  Is  a 
reversal  of  weakening  U.S.  price  competitiveness  experienced 
1n  1975  to  mid-1976  period. 

t    Despite  Improvement,  U.S.  price  competitiveness  still  not 
as  good  as  In  1973  to  1974  period. 


Office  of  International  Economic  Research 
Industry  and  Trade  Administration 
U.S.  Department  of  Commerce 


Digitized  by  VjOOQ IC 


85 

Europe  and  the  developing  nations.  He  pioneered  the  concept  of  after- 
sales  service,  but  others  now  emulate  us  successfully.  He  have  natural 
advantages  of  economic  scale,  but  others  enlist  a  greater  proportion  of 
business  firms  1n  their  export  effort. 

This  Committee  Is  now  considering  one  of  the  major  competitive  ele- 
ments for  U.S.  exporters,  one  that  comes  to  my  attention  as  frequently  as 
any  other.  Our  business  firms  are  acutely  aware  that  foreign  governments 
promoting  their  own  national  exports  give  a  prominent  role  to  their  cre- 
dit support  systems.  These  governments  recognize  that  for  a  wide  range 
of  products  the  ability  to  offer  credit  terms—  favorable  and  attractive 
credit  terms—  1s  essential  1f  export  sales  are  to  be  won. 

To  this  end  foreign  governments  assure  that  a  plentiful  volume  of 
export  credit  at  preferential  cost  1s  made  available.  The  means  they  use 
variously  Include  their  official  powers  of. moral  suasion,  rediscount,  and, 
sometimes,  appropriated  budgetary  subsidy  to  defray  high  Internal  Interest 
rates.  The  end  result  1s  that  creditworthy  export  transactions  receive 
nearly  automatic  government- supported  financing  fully  covering  the  entire 
value  of  the  sale  (after  downpayment.)  Export  Interest  rates  usually  are 
preferential  to  those  charged  for  domestic  loans.  These  rates,  moreover, 
are  fixed  for  periods  as  long  as  15  years,  not  floating  as  1s  the  normal 
commercial  practice.  Limited  protection  1s  sometimes  offered  against 
Increases  In  the  cost  of  producing  long  lead-time  Items  and  against 
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adverse  exchange  rate  movements.    Aid  funds  are  occasionally  nixed  with 
normal  export  credits  to  lengthen  credit  terms  or  to  soften  financing 
costs. 

We  do  not  foresee  that  this  competitive  credit  environment  for  ex- 
ports will  abate.    On  the  contrary,  unless  restrained  1t  my  vtry  well 
Intensify.    Nany  governments  view  their  export  sector—  accounting  for' 
upwards  of  20  percent  of  their  GNP—  as  a  principal  springboard,  of  econo- 
mic stimulus  and  recovery  and,  of  course,  as  a  means  of  paying  for  their 
oil  Imports.    Thus,  from  their  perspective  they  may  see  little  alterna- 
tive to  providing  credit  support  as  necessary  to  help  achieve  their  econ- 
omic objectives.     In  the  case  of  capital  goods—  of  great  significance 
to  our  own  export  position—  the  need  for  financing  1s  Increasing  as 
these  Hems  become  more  complex  and  expensive  and  justify  repayment  over 
extended  periods  of  time. 

We  are  aware  that  unrestrained  credit  competition  could  y/try  well 
degenerate  Into  a  costly  Internecine  struggle  among  governments.    Thus,  we 
place  high  priority  on  establishing  equitable  and  Internationally-agreed 
standards  on  the  extension  of  export  credit.    A  first  step  was  taken  In 
1976  with  the  promulgation  of  Unilateral  Declarations  by  the  major  expor- 
ting nations.    Last  month,  we  renegotiated  a  new  Arrangement  to  bring 
greater  transparency  and  precision  on  financing  practices.    Exlmbank  1s 
also  1n  regular,  close  touch  with  Its  counterpart  agencies  abroad  to  ex- 
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change  Information  and  avoid  excessively  liberal  credit  terms.    While  we 
would  prefer  more  stringent  standards—  especially  on  Interest  rates— 
and  some  significant  practices  are  not  covered,  we  are  satisfied  on 
balance  that  at  least  the  more  obvious  forms  of  credit  competition  are 
being  brought  under  restraint. 

Then,  too,  American  companies  have  access  to  a  highly-developed 
private  financial  system  that  1s  both  broad  and  deep.    Capital  1s  avail- 
able from  a  wide  range  and  large  number  of  financial  Institutions  at  low 
spreads.    Thus,  the  majority  of  our  exports  can  be  financed  as  necessary 
wholly  by  the  private  sector,  without  the  need  for  government-supported 
credit. 

Although  this  financial  system  serves  us  well,  1t  Is  not  without 
certain  Imperfections  that  warrant  Exlmbank  assistance  1f  U.S.  exporters 
are  to  be  fully  competitive.    Prominent  among  these  1s  the  5-7  year  limit 
on  loan  maturities  ordinarily  observed  by  commercial  banks.    Yet,  a  typi- 
cal export  sale—  of  a  cement  plant  or  an  electric  power  station,  for 
example—  may  require  a  2-4  year  construction  period  over  and  above  an 
8-10  year  repayment  period,  for  a  total  term  of  10  years  or  more.    Without 
Exlmbank  support  at  the  more  distant  maturities,  these  potential  U.S. 
export  sales  may  well  be  diverted  abroad,  where  extended  payment  terms 
are  available. 
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Exlmbank  also  helps  exporters  meet  certain  r1sk-shar1ng  needs.    A 
commercial  bank  may  be  reluctant  to  assume  for  Its  own  account  all  of  the 
risk  on  an  export  loan  to  Brazil,  Mexico,  or  another  emergent  market* 
This  may  be  so  because  the  bank  1s  relatively  new  to  International  trade, 
because  the  risk  may  be  acceptable  on' the  near-term  installments,  but  less 
so  on  the  distant  ones,  or  because  the  bank  1s  nearlng  a  self-imposed  len- 
ding limit.    Exlmbank1 s  guarantee,  Insurance,  or  Its  own  loan  participa- 
tion help  secure  financing  for  American  companies  on  a  basis  comparable 
to  that  available  to  foreign  government-supported  suppliers. 

Where  transactions  are  very  large,  an  Exlmbank  participation  may 
be  essential  1n  assembling  the  total  volume  of  credit  needed. 

And  finally,  an  Exlmbank  role  may  be  justified  where  the  foreign 
competition  1s  offering  low-cost,  fixed-rate  f1nandng..w1th  government 
support.    Commercial  term  credit,  on  the  other  hand,  1s  almost  always 
at  floating  rates  and  may  be  more  costly.    The  choice  In  such  cases  often 
bolls  down  to  Exlmbank  participation  to  reduce  rate  uncertainty  and  cost, 
or  the  loss  of  the  export  sale  to  a  foreign  competitor. 

You  will  note  that,  despite  the  variety  and  flexibility  of  our 
financial  Institutions  It  Is  the  commercial  banking  sector  that  Is  the 
principal  supplier  of  export  credit.     From  my  vantage  point  1t  1s  disap- 
pointing that  Insurance  companies,  pension  funds,  and  other  Institutions 
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providing  long-term  fixed-rate  finance  do  not  participate  more  In  export 
lending.  Part  of  their  reluctance  to  enter  the  International  field  1s 
due  to  historical  custom  and  part  the  result  of  statutory  restrictions  on 
their  permissible  Investments.  Then,  too,  with  large  numbers  of  domestic 
borrowers  from  whom  to  choose,  they  need  not  seek  customers  abroad. 

I  would  like  to  mention  In  this  connection  a  special  competitive 
problem  to  which  I  give  the  highest  priority.  It  1s  not  only  our  finan- 
cial system  that  1s  preoccupied  with  our  large  and  expansive  domestic 
market.  I  am  convinced  that  there  are  many  U.S.  firms,  most  of  them  smaller 
companies,  that  produce  a  quality  product  at  a  reasonable  price  and  could 
undoubtedly  sell  abroad  effectively  against  foreign  competition.  Unfbrtu- 
unately,  too  many  of  these  do  not  actively  seek  an  export  business.  Some 
of  these  may  be  distant  from  our  major  exporting  centers;  they  may  even 
receive  occasional,  unsolicited  export  orders  that  they  consider  trouble- 
some to  fill.  There  are  approximately  20,000  U.S.  firms  that  export,  but 
perhaps  twice  that  number  could  be  successfully  exporting.  While  there 
are  government  actions  that  must  be  taken  to  Improve  the  exporting  environ- 
ment, the  Government  cannot  export.  Only  U.S.  companies  can  make  the  sales, 
and  there  must  be  a  change  1n  attitude  toward  exporting  on  the  part  of  the 
U.S.  business  community. 

I  have  made  1t  my  personal  concern  to  stimulate  the  Interest  and 
participation  of  these  smaller  firms  1n  our  export  trade.  I  am  Impressed 
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by  the  variety  of  Exltnbank's  guarantee,  Insurance,  and  discount  loan  pro- 
grams directed  at  serving  the  special  credit  needs  of  smaller  businesses 
and  by  the  extent  of  spinoff  business  they  receive  under  Exlmbank's  finan- 
cial support  of  larger  prime  contractors.    I  am  please  to  report  that  Exlm- 
bank  1s  fully  and  actively  participating  1n  a  coordinated  Commerce/Bank/SBA 
effort  to  reach  more  of  these  companies.     It  will  join  In  export  seminars 
we  are  proposing  to  hold  under  the  sponsorship  of  Department  of  Commerce 
field  offices  across  the  country.    And  Exlmbank  and  we  are  considering  new 
programs  to  respond  to  the  credit  needs  of  these  smaller  potential  exporters. 

In  conclusion,  we  face  the  prospect  of  continuing  large  trade  defi- 
cits for  some  time.    With  the  presence  of  oil -Induced  Increases  1n  our 
Imports,  we  may  have  no  option  but  to  Increase  the  proportion  of  our  out- 
put we  export.    That  means  we  have  to  be  more  aggressive  and  more  competi- 
tive— and  adequate  export  financing  1s  a  key  necessity  we  must  have.     I 
recommend  that  the  Committee  favorably  consider  Exlmbank's  legislative  re- 
quest. 

Thank  you  for  your  attention. 
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Chairman  Neal.  Thank  you,  Mr.  Weil.  Thank  you  all  for  your  very 
excellent  and  informative  testimony. 

I  think  we  had  better  operate  under  the  5-minute  rule  for  ques- 
tioning, for  at  least  the  first  go-round,  to  make  sure  that  everyone 
gets  a  chance  to  ask  the  questions  that  they  have,  and  then  maybe 
after  that,  if  there  is  time,  we  can  be  a  little  less  formal. 

I  would  like  to  address  this  to  any  of  you  who  would  like  to 
respond.  You  have  all  touched  on  the  question  of  the  need  for  Exim- 
bank. We  have  done  some  preliminary  comparisons  of  commercial 
banks'  international  profits  to  Eximbank's  profits,  and  find  that  Exim- 
bank's profits  look  better  than  those  of  private  banks,  and  Eximbank 
actually  writes  off  fewer  loans,  it  appears  at  this  preliminary  glance, 
than  does  the  private  credit  market. 

And  so,  it  appears  that  Eximbank's  record  is  better,  in  many  cases, 
than  commercial  banks.  If  that's  time,  I  am  just  wondering  why  pri- 
vate banks  would  not  want  to  consider  broadening  their  participation 
in  the  sort  of  lending  that  Eximbank  does. 

I  know  that  we  can't  unilaterally  make  that  kind  of  shift  for  banks. 
I  intend  to  ask  them  about  it.  I  would  just  be  curious  as  to  your  com- 
ment on  this. 

Why  do  you  think  maybe  private  capital  is  not  interested  in  some 
of  these  longer  term  loans,  even  at  fixed  rates,  when  it  appears  to  be 
a  profitable  and  rather  safe  kind  of  business? 

Mr.  Moore.  Mr.  Chairman,  let  me  seek  to  answer  that.  The  first 
thing  that  comes  to  mind  is  that  the  private  banks  do  welcome  par- 
ticipation with  Eximbank,  even  if  the  portion  taken  by  Eximbank  is 
very  small;  and  even  if  we  are  not  extending  guarantees  of  their 
financing,  they  do  like  to  have  a  Government  agency  along  with  them 
in  a  foreign  market. 

I  am  surprised  at  the  preliminary  findings  you  have  made  about 
profitability.  I  really  haven't  examined  the  profitability  of  the  inter- 
national business  of  private  banks. 

Eximbank's  experience  is  quite  excellent,  in  terms  of  loss  record, 
however,  and  I  quite  concur.  I  think  a  large  part  of  that  is  that  Exim- 
bank has  been  in  a  position,  and  has  insisted  over  the  years — especially 
in  the  markets  of  the  lesser  developed  countries — that  the  risk  be 
backed  by  the  full  faith  and  credit  of  the  borrowing  country.  And  we 
are  in  a  position  to  insist  on  that,  successfully. 

That,  in  turn,  has  quite  a  favorable  effect  in  terms  of  loss  experience, 
because  a  particular  venture  may  fail  but  we  have  the  full  faith  and 
credit  of  the  country  behind  it.  Maybe  some  of  the  other  panelists 
could  comment,  too. 

Mr.  Bergsten.  Mr.  Chairman,  I  would  simply  add  that  we  do,  in 
Treasurv,  carrv  out  discussions  from  time  to  time  with  the  private 
banks  about  their  role  in  export  finance.  And  they  have  the  three 
limitations  that  I  mentioned  in  their  thinking  about  export  finance : 
the  maturities  running  out  much  beyond  5  years ;  the  size  of  an  individ- 
ual loan :  and  a  particular  country's  situation. 

I  carefullv  described  those  in  my  statement  as  "market  imperfec- 
tions," which  does  suggest  that  it  might  make  sense  for  the  private 
banks  to  move  in  those  areas;  but,  they  haven't.  There  is  a  conven- 
tional wisdom  among  them  that  they  should  be  very  cautious  in  doing 
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so.  That  is  what  lias  led  us  to  conclude  that,  in  these  areas  particu- 
larly, Exim  not  only  can  play  a  role,  but  must  play  a  role  if  it  is  to 
enable  U.S.  exports  to  compete  with  the  comparable  financing  to  other 
countries. 

One  can?t  always  explain  these  things  completely,  but  I  would  sim- 
ply reinforce  what  Chairman  Moore  said :  That,  in  our  conversations 
with  the  private  banks,  those  three  limitations  come  up  again,  and 
again,  and  clearly  are  viewed  as  areas  in  which  they  do  not  participate 
very  actively. 
Chairman  Xeal.  Mr.  Weil  ? 

Mr.  Weil.  If  I  might  add,  Mr.  Chairman,  in  support  of  both  what 
Mr.  Moore  and  Mr.  Bergsten  have  said:  I  think  that  from  what  I 
know  of  the  operations  of  the  private  banks  in  this  area  they  might 
have  greater  interest  in  foreign  lending,  but  for  concern  they  have 
on  the  maturities  in  their  portfolios — as  Mr.  Bergsten  points  out 
they  rarely  go  out  beyond  5  years  now — and  they  have  been  trying  to 
get  back  in  line. 

Their  portfolios'  age  was  expanding,  and  some  of  the  bank  regula- 
tors have  been  pushing  them  down  on  the  shorter  side.  And,  histori- 
cally, we  have  not  been  able  to  get  institutional  funds,  outside  of  the 
banks,  much  into  this  category  of  international  lending. 

The  banks  have  had  cost-of -money  problems  in  foreign  lending  be- 
cause of  the  way  they  obtain  most  of  their  funds,  but  Eximbank  can 
take  a  longer  view  and  average  it  out  over  a  period  of  time. 

And  lastly,  they  have  had  constraints  in  terms  of  the  portion  of  their 
portfolios  that  they  would  put  out  for  foreign  risks  of  any  sort.  They 
have  had  constraints  there  because  of  the  lending  position  taken  in 
recent  years  to  foreign  countries. 

I  think  one  might  also  comment,  in  response  to  your  question,  that 
it  is  well  known  in  banking  in  general  that,  if  a  bank  does  not  have  a 
fair  number  of  bad  loans,  it  probably  has  not  been  taking  a  fair  num- 
ber of  risks.  And  the  very  good  performance  of  Eximbank  in  recent 
years  is  not  something  to  automatically  look  on  as  a  favorable  sign.  It 
may  relate,  also,  to  the  fact  that  the  United  States  has  generally 
slipped,  or  that  the  Eximbank  has  slipped,  in  our  export  performance 
in  recent  years. 

Chairman  Xeal.  I  thank  you.  My  comment  really  is  directed  more  to 
the  banks  than  to  our  policy. 

I  am  suggesting  they  might  want  to  look  at  this  as  another  area  that 
they  would  find  profitable. 

Mr.  Moore.  There  is  a  problem  right  now  with  regard  to  interest 
rates,  Mr.  Chairman.  If  the  particular  sale  is  competing  against  an 
officially  supported  export  credit  from  abroad,  the  fixed  rates  of  financ- 
ing offered  will  not  be  more  than  8  percent,  and  will  more  likely  be 
7y2  or  7%  percent.  Right  now,  for  a  private  bank  lender  in  the  United 
States  to  take  any  fixed-rate  risk  at  all,  and  very  few  are  willing  to 
take  any,  their  rates  would  be  at  a  minimum  of  9*4  percent,  to  the  best 
market,  and  that  for  a  fairly  short  repayment  term. 

So  that,  while  a  year  ago  the  domestic  rates  of  borrowing  were  such 
that  banks  might  take  on  some  more  international  business  in  the 
closely  bid  situations,  it  is  awfully  hard  for  them  to  be  competitive. 

Chairman  Xeal.  We  submitted  some  questions  to  all  of  you,  and 
I  think  all  of  you  have  responded  to  those  written  questions,  t  wonder 
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if  any  of  you  would  have  any  objection  to  our  putting  those  questions 
and  answers  into  the  record? 

Mr.  Moore.  Not  at  all. 

Mr.  Katz.  No,  sir. 

Mr.  Bergsten.  No,  sir. 

Chairman  Neal.  Then,  without  objection,  we  will  at  this  point  in 
the  record  insert  all  of  the  questions  that  we  sent  to  these  four  wit- 
nesses, and  also  their  responses. 

[Subsequent  to  the  colloquy  with  Chairman  Neal,  the  following 
responses  to  questions  of  the  subcommittee  were  received  from  the 
witnesses :] 

Response  Fbom  Hon.  John  L.  Moore,  Je.,  President  and  Chairman,  Export- 
Import  Bank 

Question  1.  Your  request  to  raise  the  Bank's  commitment  level  to  $40  billion 
must  be  based  on  certain  assumptions  about  the  growth  of  U.S.  foreign  trade 
over  the  next  few  years.  Please  explain  the  assumptions  and  relate  them  to  the 
requested  increase.  What  will  be  the  costs  and  benefits  of  an  increased  commit- 
ment level  (e.g.,  what  effect  on  our  balance  of  payments  vs.  what  effect  on  the 
domestic  capital  market)  ?  How  much  of  the  Bank's  current  commitment  author- 
ity remains  unused  at  the  moment?  Why  is  a  five-year  extension  of  your  author- 
ity preferable  to  a  three-year  extension,  which  would  aUow  Congress  to  main- 
tain better  oversight? 

Answer :  The  request  is  based  on  thie  assumption  that  U.S.  exports  will  grow 
at  an  average  rate  of  about  10  percent  per  year  between  now  and  FY  1983  and 
that  Eximbank  authorizations  will  grow  accordingly.  As  a  result,  charges  to  the 
overall  limitation  on  the  Bank's  loans  guarantees  and  insurance  would  be 
expected  to  increase  from  the  current  $18  billion  to  $37  billion  by  1983. 

Th  full  effect  on  the  U.S.  balance  of  payments  of  authorizations  in  the  period 
FY  1979-1983  will  of  course,  not  be  immediate.  The  15  percent  cash  payment 
when  the  export  is  made  will  have  an  immediate  positive  effect  on  the  payments 
balance.  However  repayments,  which  have  the  largest  positive  effect,  are  spread 
over  a  one  to  five  year  period  in  the  case  of  guarantees,  and  generally  over  a 
period  up  to  10  years  after  disbursement  for  direct  credits.  Thus,  the  full  impact 
on  the  balance  of  payments  will  be  felt  over  a  10-15  year  period. 

The  effect  on  the  domestic  capital  market  can  be  measured  by  comparing 
Eximbank's  borrowings  with  the  total  size  of  the  market.  For  example,  in  FY 
1977.  total  funds  advanced  in  U.S.  credit  markets  were  $317  billion.  Eximbank 
net  borrowings  in  FY  1977  were  only  $340  million,  or  one-tenth  of  one  percent 
of  the  total  funds  available  in  U.S.  capital  markets  that  year.  The  net  increase 
in  Eximbank's  debt  each  year  for  the  next  five  years  is  estimated  to  average 
only  $889  million  and  will  continue  to  have  virtually  no  impact  on  domestic 
capital  markets. 

Currently,  the  Bank  has  a  little  more  than  $18  billion  charged  against  its 
$25  billion  loan,  guarantee  and  insurance  limitation. 

Congress  has  continuous  oversight  of  the  Bank's  operations  through  annual 
reviews  of  the  Bank's  budget  requests,  the  requirement  for  submission  of  large 
cases  to  the  Congress  for  its  review,  and  through  various  reports  submitted  to 
the  Congress  on  competitiveness,  the  Annual  Report  on  operations  and  periodic 
reports  in  specific  areas  such  as  authorizations  in  support  of  exports  to  Com- 
munist countries.  A  five-year  extension  of  the  Bank's  Charter  would  not  decrease 
Congressional  oversight  and  would  have  the  advantage  of  giving  the  U.S.  export- 
ing community  assurance  that  they  could  rely  on  Eximbank  support.  It  also 
would  continue  to  indicate  to  the  foreign  competitors  of  U.S.  exporters  that  it 
is  the  intent  of  Congress  that  Eximbank  will  continue  to  provide  a  full  measure 
of  support  for  U.S.  exports. 

Question  2.  The  Bank  has  unilaterally  imposed  a  term  limitation  of  three  and 
a  half  years  on  support  for  any  exports  to  South  Africa.  Please  explain  the 
rationale  for  this  limitation  and  the  effect  you  expect  it  to  have  on  Exim  support 
of  exports  to  South  Africa. 

Answer.  Eximbank's  Board  of  Directors  adopted  the  limitation  of  three  years 
repayment  term  and  an  additional  period  for  shipment  of  goods  not  to  exceed 
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the  normal  six  months  after  considerable  study  of  factors  which  govern  South 
Africa's  creditworthiness.  The  Bank  considered  not  only  the  basic  economic 
factors  which  normally  govern  the  level  of  risk  associated  with  lending  to  a 
country,  but  in  addition  the  social  and  political  conditions  which,  in  the  Board's 
judgment,  indicate  a  pessimistic  future  for  the  Government  of  South  Africa.  So 
far  the  Bank  has  been  unable  to  find  any  hope  for  predicting  flexibility  in  the 
present  Government's  handling  of  the  rights  of  the  black  majority  of  the  country- 
While  the  Government  of  South  Africa  has  the  military  might  to  withstand  inva- 
sions from  its  neighbors,  it  cannot  long  contain  the  righteous,  and  increasingly 
militant,  indignation  of  the  country's  blacks.  It  is  the  Board's  judgment  that  the 
absence  of  positive  change  it  is  only  a  question  of  time  before  the  Government  of 
South  Africa  will  face  serious  economic  damage  from  growing  unrest.  Naturally 
that  time,  cannot  be  pinpointed,  but  Exiinbank's  Board  of  Directors  is  unwilling 
to  take  risks  beyond  three  and  a  half  years  at  present. 

The  effect  of  the  current  policy  on  new  Eximbank  business  has  been  striking. 
Total  South  African  exposure  is  falling  rapidly,  and  has  reached  $194.2  million 
as  of  January  31.  New  short  and  medium-term  business  had  dropped  to  a  level  of 
only  $40.1  million  in  the  first  four  months  of  this  fiscal  year,  about  half  the  1976 
level.  This  implies  a  continuing  reduction  of  exposure,  although  many  of  the 
outstanding  guarantees  were  long  term,  and  Eximbank's  total  exposure  will 
therefore  remain  substantial  through  the  mid-1980's. 

Question  3.  Human  rights  considerations  have  been  a  factor  in  the  Bank's  loan 
approval  process  for  almost  a  year  now.  Please  explain  exactly  how  the  human 
rights  clearance  process  works  and  give  examples  of  close  cases  that  were  and 
weren't  denied  on  human  rights  grounds.  How  is  it  that  certain  countries  are 
found  too  objectionable  on  human  rights  grounds  to  receive  official  U.S.  assist- 
ance, but  the  same  countries  are  allowed  to  benefit  from  Eximbank-supported 
exports  there? 

Answer.  The  human  rights  directive  added  to  Eximbank's  charter  last  year 
requires  the  Board  of  Directors  in  authorizing  any  loan  or  financial  guarantee 
to  "take  into  account,  in  consultation  with  the  Secretary  of  State,  the  observ- 
ance of  and  respect  for  human  rights  in  the  country  to  receive  the  exports  sup- 
port by  a  loan  or  financial  guarantee  and  the  effect  such  exports  may  have  on 
human  rights  in  such  country."  Accordingly,  before  the  Board  acts  on  any  direct 
loan  or  financial  guarantee,  it  receives  clearance  on  human  rights  issues  from 
the  State  Department,  specifically,  the  Bureau  for  Human  Rights  and  Humani- 
tarian Affairs. 

The  status  of  human  rights  in  the  relevant  country  is  reviewed  by  the  Board 
before  passing  on  an  direct  loan  or  financial  guarantee.  Where  potential  transac- 
tions raise  serious  questions  about  human  rights,  they  will  be  discussed  in  the 
staff  interagency  group,  which  is  chaired  by  the  Deputy  Secretary  of  State,  and 
of  which  Eximbank  is  a  member.  While  Eximbank  gives  great  weight  to  the 
views  of  the  State  Department  on  human  rights,  the  final  decision  on  whether 
or  not  to  approve  transactions  still  remains  with  the  Bank's  Board  of  Directors. 

To  date,  Eximbank  has  turned  down  transactions  in  Chile  and  Uruguay  pri- 
marily on  human  rights  grounds.  One  of  them  involved  a  request  to  assist  in 
financing  a  mobile  production  drilling  platform  and  other  related  equipment 
with  a  U.S.  contract  value  of  $5.5  million  to  a  national  government  buyer  in 
Chile.  The  other  consisted  of  a  request  for  a  direct  loan  to  assist  in  financing  the 
purchase  of  power  transmission  and  distribution  equipment  with  a  U.S.  contract 
value  of  $10,220,000  to  a  national  government  buyer  in  Uruguay. 

The  status  of  human  rights  in  countries  such  as  Argentina,  Korea  and  the 
Philippines  for  which  projects  were  opposed  by  U.S.  representatives  to  interna- 
tional financial  institutions  has  obviously  been  of  concern  to  Eximbank,  although 
the  Bank's  Board  of  Directors  ultimately  decided  to  proceed  with  transactions 
to  such  countries.  These  decisions  are  consistent  with  overall  U.S.  policy  on 
human  rights,  which  recognizes  that  the  U.S.  Government  may  be  able  to  pro- 
mote human  rights  throughout  the  world  through  a  flexible  use  of  multilateral 
assistance,  bilateral  assistance  and  Eximbank  and  other  Government  programs 
primarily  designed  to  aid  commercial  sectors  of  the  U.S.  economy. 

U.S.  actions  with  respect  to  multilateral  assistance  offered  by  international 
financial  institutions  or  bilateral  assistance  can  produce  meaningful  and  effec- 
tive results  by  focusing  world  attention  on  human  rights  in  the  country  affected 
and  offering  real  inducements  to  that  country  to  change  its  policies.  In  contrast, 
denial  of  Eximbank  support  is  likely  to  be  much  less  effective,  while  at  the  same 
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time  it  creates  the  possibility  of  commercial  disruption.  Eximbank's  principal 
purpose  is  to  facilitate  commercial  sales  by  U.S.  exporters,  and  denial  of  Exim- 
bank  support  in  many  cases  is  likely  to  result  only  in  the  loss  of  U.S.  export 
sales  with  the  foreign  buyer  turning  to  alternative  sources  of  supply  which  do 
not  condition  availability  of  export  credit  financing  on  observance  of  human 
rights. 

For  these  reasons,  denial  of  Eximbank  support  should  not  automatically  be 
linked  with  opposition  to  multilateral  assistance  or  denial  of  bilateral  assistance. 
Instead,  it  must  be  considered  not  only  within  the  context  of  the  status  of  human 
rights  in  the  particular  country  concerned  and  the  effect  that  the  goods  and 
services  to  be  suported  by  Eximbank  will  have  on  human  rights  in  that  country, 
but  also  in  items  of  the  potential  effect  on  that  country  and  U.S.  exporters  of 
denial  of  such  support.  There  will  be  times  when  the  human  rights  situation  in 
a  country  is  so  bad  that  the  U.S.  may  wish  to  minimize  its  identification  with 
that  country.  Likewise,  there  may  be  times  when  other  policy  tools  are  few  or 
lacking.  In  such  instances  the  denial  or  termination  of  Exim  loan  and  financial 
guarantees  may  be  useful  and  the  Board  is  willing  to  consider  much  a  course  of 
action. 

Question  4.  We've  been  told  from  time  to  time  by  U.S.  exporters  that  con- 
gressional oversight  of  particular  projects  creates  such  uncertainty  in  the  minds 
of  foreign  buyers  that  it  actually  causes  buyers  to  look  elsewhere,  and  so  should 
be  eliminated.  What  do  you  think? 

Answer.  Eximbank  does  hear  expressions  of  concern  from  time  to  time  about 
the  degree  of  congressional  oversight  of  the  Bank  regarding  particular  projects 
and  projects  of  certain  size.  These  comments  come  not  only  from  exporters  who 
are  concerned  about  being  able  to  be  competitive  in  world  markets  but  also  from 
buyers  in  foreign  countries.  Foreign  buyers  who  are  aware  of  the  nature  of  the 
operations  of  our  counterparts  in  the  major  exporting  countries  and  of  the  fact 
that  most  of  those  export  financing  agencies  are  relatively  unrestricted  in  this 
respect  do  not  understand  why  the  United  States  facility  should  be  different.  The 
restrictions  cfreiate  doubt  in  the  buyers'  minds  as  to  whether  the  export 
financing  they  expect  will  ultimately  be  available  to  them.  They  do  not  want  to 
evaluate  bids  on  a  project,  approve  a  bidder,  and  arrange  for  financing  only  to 
find  that  the  financing  is  not  available.  Additionally,  we  have  heard  expressions 
of  concern  by  potential  buyers  that  the  non  approval  of  a  credit  would  reflect 
upon  the  country  or  other  buyer  involved.  These  fears  of  unexpected  delay  or  of 
rejection  have  been  expressed  by  foreign  buyers  to  Eximbank  and  a  lack  of  under- 
standing as  to  the  reasons  for  the  restrictions.  Certainly  if  the  restrictions  did 
not  exist,  creditworthy  foreign  buyers  could  not  have  any  hesitation  about  buying 
American-made  goods  because  of  delay  or  rejection  after  they  had  gone  through 
all  the  arrangements  comparable  to  those  required  by  the  other  exporting 
countries. 

Question  5.  When  a  U.S.  supplier  informs  you  he  needs  Exim  support  to  meet 
the  financing  a  foreign  ofl&cial  export  credit  institution  is  offering  to  one  of  its 
exporters,  how  is  this  information  verified?  How  are  the  cost  estimates  reviewed? 
Do  you  think  the  Bank  can  or  should  be  responsible  for  detecting  and  preventing 
illegal  payments?  What  steps  have  been  taken  along  these  lines? 

Answer.  In  an  effort  to  verify  the  ofl&cial  financing  terms  offered  by  its  foreign 
competitors,  Eximbank  actively  utilizes  Exchanges  of  Information  Systems  estab- 
lished by  the  Organization  for  Economic  Cooperation  and  Development  and  the 
Berne  Union.  The  OECD  system  is  used  to  obtain  information  on  large,  individual 
credit  transactions  of  over  five  years  while  the  Berne  Union  exchange  is  gener- 
ally concerned  with  the  smaller  guarantee  and  insurance  transactions. 

The  OECD  information  exchange  is  an  exchangeof  telexes  (and  telephone  calls 
when  necessary)  for  the  purpose  of  substantiating  competitive,  oflicially- 
supported  financing  offers  on  specific  direct  credit  transactions. 

If  Eximbank  receives  an  application  for  financial  support  and  wishes  to  deter- 
mine the  existence  and  level  of  financing  competition  from  abroad,  it  will  send  an 
OECD  telex  to  the  appropriate  foreign  agencies  citing  the  credit  terms  it  is 
considering  and  asking  for  similar  information.  Information  exchange  through 
the  system  may  result  in  agreement  upon  common  financing  terms,  thereby  pre- 
venting an  escalation  of  competitive  offers.  Additionally,  information  on  foreign 
financing  offers  can  prevent  foreign  buyers  from  playing  off  bidders  against  each 
other  in  order  to  obtain  the  lowest  rates  and  most  favorable  terms. 

Eximbank  has  consistently  maintained  a  policy  aaginst  financing  improper  pay- 
ments. To  this  end,  the  Bank  looks  into  any  situation  where  it  has  reason  to 
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believe  that  improper  payments  may  have  been  made.  Eximbank's  ability  to 
investigate  such  matters,  however,  is  limited.  It  lacks  the  authority  (e.g.,  the 
power  to  issue  subpoenas),  the  manpower  and  the  skills  required  to  undertake 
full-scale  investigations  and  possible  legal  action. 

In  an  effort  to  prevent  improper  payments  in  cases  financed  by  the  Bank,  Exim- 
bank  requires  the  submission  of  a  supplier's  certificate  as  a  condition  precedent 
to  each  disbursement  of  Eximbank  funds.  In  belief,  the  certificate  requires  dis- 
closure of  the  names  and  amounts  paid  by  a  supplier  to  any  person  other  than 
regular  sales  agents  or  representatives  receiving  regular  commissions  or  fees 
in  the  ordinary  course  of  business.  Falsification  of  such  certificates  can  give  rise 
to  criminal  and  civil  actions  against  the  supplier.  In  those  cases  where  the  Bank 
itself  has  had  reason  to  question  whether  such  falsification  has  taken  place,  the 
supplier's  certificates  have  been  turned  over  to  the  Justice  Department.  In  addi- 
tion, following  disclosure  to  the  Securities  and  Exchange  Commission  of  improper 
payments  by  numerous  U.S.  corporations,  Eximbank  and  the  Department  of 
Justice  have  been  working  closely  together  to  determine  whether  such  payments 
may  have  been  related  to  transactions  for  which  Eximbank  assistance  was  pro- 
vided. Eximbank's  files  and  personnel  have  been  made  available  to  the  Depart- 
ment and  the  SEC  to  facilitate  the  investigation  of  this  matter. 

In  addition  to  the  supplier's  certificate,  the  Bank  also  requires  a  borrower  to 
certify  that  to  the  best  of  its  knowledge  and  belief,  no  supplier  has  paid  any  fees 
or  commissions  other  than  as  disclosed  in  the  supplier's  certificate. 

Question  6.  When  a  country  is  approaching  the  maximum  dollar  exposure 
level  that  the  Bank  is  willing  to  risk  there,  Exim  seems  to  support  only  those 
projects  that  will  earn  foreign  exchange  for  the  country.  This  could  have  the 
effect  of  giving  Exim  almost  a  veto  i>ower  over  particular  exports  the  country 
may  want,  need,  and  l>e  able  to  pay  for.  Is  this  just  a  prudent  banking  practice 
or  does  it  involve  imposing  EJxim's  will  on  a  foreign  economy?  Please  comment. 

Answer.  Eximbank  avoids  the  practice,  followed  by  many  commercial  banks, 
of  setting  exposure  limits  for  particular  countries.  Nevertheless,  Eximbank  is 
sensitive  to  the  level,  both  absolute  and  relative,  of  its  exposure  in  various  coun- 
tries. This  sensitivity  is  indicated  by  the  fact  that  the  Bank  may  adjust  its 
credit  criteria  in  a  country  when  its  exi>osure  in  that  country  approaches  what 
the  Bank  feels  to  be  a  prudent  level  relative  to  various  considerations — e.g.,  size 
of  the  country  and  global  Eximbank  exposure.  Thus,  Eximbank  is  actually  more 
flexible  (and  less  •imposing")  in  its  approach  than  are  the  commercial  banks 
which  usually  forego  any  additional  exposure  once  the  predetermined  country 
limit  is  reached. 

This  Eximbank  flexibility  reflects  the  sound  banking  principle  that  a  creditor 
should  have  either  a  strong  obligor  or  strong  project — and  preferably  both.  When 
Eximbank  feels  an  obligor  (i.e.  country)  is  perhaps  incurring  heavy  indebted- 
ness, the  Bank  merely  puts  more  emphasis  on  project  creditworthiness.  The 
choice  of  foreign  exchange  earning  projects  is  based  both  on  the  belief  that  such 
a  project — because  it  is  forced  to  sell  in  the  very  competitive  world  market — 
is  probably  an  economically  efficient  operation,  and  the  presumption  that  by 
earning  foreign  exchange  the  project  is  directly  improving  the  financial  strength 
of  the  obligor. 

Response  From   Hon.   Julius  L.   Katz,  Assistant   Secretary  op  State  for 
Economic  and  Business  Affairs,  State  Department 

Human  rights  considerations  have  been  a  factor  in  the  Bank's  loan  approval 
process  for  almost  a  year  now. 

Question  1(a).  Please  explain  exactly  how  the  human  rights  clearance  process 
works. 

Answer.  In  accordance  with  the  statutory  requirement  (P.L.  143)  the  Export- 
Import  Bank  takes  into  account  in  consultation  with  the  Secretary  of  State, 
the  observance  of  and  respect  for  human  rights  in  the  country  of  destination  of 
the  exi>orts  supported  by  the  Bank  and  the  effect  such  exports  may  have  on 
human  rights  in  that  country.  Each  Exim  loan  and  financial  guarantee  is  ex- 
amined by  the  State  Department  from  a  variety  of  i»erspectives,  including  the 
human  rights  situation  in  the  country  of  destination  of  the  exports  in  question 
If  there  are  serious  human  rights  problems  in  a  country,  the  Department  brings 
them  to  the  Bank's  attention.  The  Bank  may  then  request  that  loans  and  guar- 
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antees  be  examined  by  the  Interagency  Group  on  Human  Rights  and  Foreign 
Assistance.  That  Group  then  provides  the  Bank  with  its  analysis  of  the  human 
rights  situation  in  the  country  and  the  relationship  of  the  exports  in  question 
to  that  situation.  Exim  takes  that  analysis  into  account  when  making  its 
decision. 

Question  1(b).  Please  give  examples  of  close  cases  that  were  and  weren't 
denied  on  human  rights  grounds. 

Answer.  The  decision  in  individual  cases  is  made  by  Exim  taking  into  account 
a  number  of  considerations,  including  human  rights.  The  question  is  more 
appropriate  for  Exim. 

Question  1(c).  How  is  it  that  certain  countries  are  found  too  objectionable  on 
human  rights  grounds  to  receive  official  U.S.  assistance,  but  the  same  countries, 
are  allowed  to  benefit  from  Exim-supported  exports  there? 

Answer.  In  implementing  its  human  rights  policy  the  Administration  uses 
diplomatic  efforts  and  foreign  assistance.  U.S.  assistance  is  highly  concessional 
and  has  as  its  object  development  of  the  recipient  country.  Exim  programs  are 
on  market-related  terms  and  their  purpose  is  the  facilitation  of  U.S.  exports. 
They  are  not  foreign  assistance. 

Question  2(a).  Concerning  South  Africa,  please  explain  the  official  U.S.  posi- 
tion on  this  country  as  it  affects  Eximbank. 
Answer.  Present  U.S.  policy  toward  South  Africa  with  regard  to  Eximbank: 
— Prohibits  Eximbank  direct  loans  to  South  African  buyers  or  Eximbank 
cooperative  financing  arrangements  with  banks  in  South  Africa ; 

— Permits  Eximbank  guarantees  of  bank  and  other  private  loans  to  South 
African  purchasers  of  U.S.  goods  and  services; 

— Permits  short-  and  medium-term  FCIA  (Foreign  Credit  Insurance  Associa- 
tion) insurance  on  private  financing  of  U.S.  exports ;  and, 

— Permits  discounting  of  loans  by  Eximbank  of  less  than  $2  million  to  U.S. 
financial  institutions  to  cover  some  export  financing  to  South  Africa. 

Due  to  political  unrest  in  South  Africa  during  the  1970s,  since  1976  the  Exim- 
bank has  become  increasingly  more  restrictive  on  the  length  of  the  repayment 
period  of  the  loans  which  it  will  guarantee.  At  the  present  time  the  Eximbank  is 
unwilling  to  guarantee  loans  with  a  repayment  period  greater  than  three-and- 
one-half  years  (including  a  six-month  grace  period.) 

Question  2(b).  What  sense  does  it  make  to  maintain  the  1964  prohibition  on 
direct  credits  to  South  Africa  when  the  Bank  was  able  to  increase  its  exposure 
there  enormously  in  the  early  1970s  through  the  use  of  financial  guarantees  and 
discount  loans? 

Answer.  As  an  expression  of  our  disapproval  of  South  Africa's  apartheid  poli- 
cies, it  has  been  U.S.  Government  policy  since  .1964  for  Eximbank  to  refrain  from 
making  direct  loans  to  South  Africa.  There  has  been  no  change  in  South  Africa's 
apartheid  policies  and  consequently  no  reason  for  the  USG  to  lift  its  ban  on 
direct  Eximbank  credits. 

Question  3(a).  Eximbank  credits  have  been  used  as  bargaining  chips  in  the 
Panama  Canal  treaty  negotiations  and  in  negotiations  to  maintain  military 
bases  in  Spain  and  Turkey. 

Answer.  I  think  use  of  the  term  ''bargaining  chips"  is  unnecessarily  perjora- 
tive.  It  is  true  that  the  availability  of  support  for  imports  is  important  to  im- 
porting countries.  We  should  not  forget,  though,  that  Exim's  job  is  to  facilitate 
U.S.  exports  and  that  exports  are  important  to  the  United  States. 
Question  3(b).  Please  give  the  details. 

Answer.  I.  Regarding  Panama  :  Under  Secretary  Cooper  testified  November  15, 
1977,  on  the  arrangements  for  economic  cooperation  between  the  United  States 
and  Panama  which  will  complement  the  process  of  implementing  the  new 
Panama  Canal  treaties.  His  complete  statement  is  attached.  I  invite  your  atten- 
tion to  pages  4-6,  in  which  Exim's  role  is  discussed. 

II.  Regarding  Spain :  The  1976  Treaty  of  Friendship  and  Cooperation  between 
the  United  States  and  Spain  states  in  Supplementary  Agreement  2,  Article  IV  : 
"Both  governments  recognize  the  importance  of  the  role  played  by  the  Export- 
Import  Bank  of  the  United  States  both  in  stimulating  the  purchase  of  United 
States  capital  goods  by  Spanish  enterprises  and  in  assisting  the  progress  of 
Spain's  energy  and  industrial  development  programs,  and  therefore  they  will 
seek  to  strengthen  these  financial  relations  in  the  future. 

To  this  end,  the  Export-Import  Bank  of  the  United  States,  in  order  to  con- 
tribute to  Spain's  development,  is  currently  prepared  to  commit  credits  and 
guarantees  of  approxiately  $450  million  for  Spanish  companies." 
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The  1976  Treaty  highlighted  and  reinforced  the  substantial  broadening  in 
recent  years  of  U.S.-Spanish  relations,  a  relationship  that  had  come  to  involve 
much  more  than  military  and  defense  affairs  alone.  The  reference  to  Exim 
credits  constituted  both  a  recognition  of  existing  Exim  activity  which  had 
grown  in  Spain  in  accordance  with  its  standard  criteria  and  procedures  and  a 
confirmation  of  a  mutual  desire  to  continue  this  substantial  Exim  relationship. 
At  the  time  of  the  Treaty  negotiations,  there  were  ongoing  talks  between  Spain 
and  Exim  without  regard  to  the  Treaty,  and  the  Treaty  reference,  included  at 
the  request  of  the  Spanish,  affirmed  Exiins  role  as  an  approved  matter  between 
the  two  governments  within  the  overall  context  of  our  bilateral  economic 
relationship. 

III.  Regarding  Turkey:  The  United  States  and  Turkey  signed  a  Defense 
Cooperation  Agreement  (DCA)  in  March,  1976.  The  Agreement  inter  alia  pro- 
vides for  $1  billion  in  military  assistance  over  a  four-year  period.  The  Agree- 
ment has  been  endorsed  by  this  Administration  but  action  on  it  by  Congress 
has  not  yet  been  sought.  The  assistance  would  be  provided  within  the  frame- 
work of  U.S.  foreign  assistance  and  military  sales  legislation. 

In  connection  with  signature  of  the  Agreement,  Secretary  Kissinger  provided 
a  letter  to  the  Turkish  Foreign  Minister  from  the  President  of  the  Export- 
Import  Bank  indicating  that  it  would,  consistent  with  the  Bank's  statutes,  be 
prepared  to  consider  applications,  on  a  case-by-case  basis,  for  specific  projects, 
particularly  those  which  are  of  direct  benefit  to  Turkey's  balance  of  payments, 
in  the  range  of  $70  million  annually  over  the  four  years  covered  by  the 
Agreement. 

Question  3(c).  If  you  think  that  the  Bank  should  be  considered  as  an  instru- 
ment of  U.S.  foreign  policy,  then  aren't  there  many  other  ways  it  could  be  used 
(such  as  mixing  aid  with  Exim  credits)  ? 

Answer.  Expanded  U.S.  trade  serves  overall  foreign  policy  objectives.  Be- 
cause Exim  can  facilitate  expanded  trade  it  can  in  this  sense  be  regarded  as 
an  instrument  of  U.S.  foreign  policy. 

Exim  does  not  operate  in  a  vacuum.  The  State,  Treasury,  and  Commerce 
Departments  and  the  Federal  Reserve  Board  review  major  proposed  Exim 
transactions  at  the  weekly  staff-level  meeting  of  the  National  Advisory  Council 
on  International  Monetary  and  Financial  Policies.  These  agencies  are  also 
represented  at  Exim  Board  meetings  where  substantial  credit  commitments  are 
considered.  Exim  staff  are  in  constant  communication  with  counterparts  in  other 
agencies.  These  procedures  ensure  that  Exim  operates  within  the  framework 
of  U.S.  foreign  and  economic  policy. 

We  must  remember,  however,  that  Exim  is  an  independent  agecny  of  the 
United  States  whose  major  purpose  is  "to  aid  in  financing  and  to  facilitate 
exports.  .  .  ."  Exim  makes  individual  transaction  commitments  on  the  basis 
of  its  statutory  charter  and  in  conformity  with  the  various  requirements  con- 
tained therein. 

In  response  to  your  question  on  the  mixing  of  aid  with  Exim  credits:  We 
would  not  favor  such  a  proposal  because  it  would  blur  the  distinctions  between 
two  entirely  different  types  of  programs.  The  purpose  of  aid  is  to  foster  the 
economic  development  of  developing  countries.  The  purpose  of  Exim  is  to  facili- 
tate U.S.  exports.  In  fact,  we  have  worked  to  limit  the  use  of  mixed  credits  by 
others. 

Attachment :  Mr.  Cooper's  Testimony  of  Nov.  15, 1977. 

STATEMENT    BY    RICHARD    N.    COOPER,    UNDER    SECRETARY    OP    STATE    FOB    ECONOMIC 

AFFAIRS 

Mr.  Chairman  and  Members  of  the  Subcommittee :  I  am  here  at  your  invitation 
to  discuss  arrangements  for  economic  cooperation  l>etween  the  United  States  and 
Panama  which  will  complement  the  process  of  implementing  the  new  Panama 
Canal  treaties  signed  by  President  Carter  and  Panama's  General  Torrijos  on 
September  7.  Since  the  Subcommittee's  hearings  are  directed  primarily  toward 
the  legal  and  constitutional  implications  of  these  arrangements,  Mr.  Herbert 
Hansell,  the  Department  of  State's  Legal  Adviser,  is  also  present  and  will  make 
a  brief  statement  following  my  own.  As  requested  in  Chairman  Allen's  Octo- 
ber 28  letter  to  Secretary  Vance,  I  will  direct  my  remarks  to  the  substance  of 
the  economic  cooperation  arrangements  rather  than  to  the  related  legal  and 
constitutional  questions. 
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The  program  of  economic  cooperation  developed  out  of  the  canal  negotiations 
but  is  separate  and  independent  from  the  Panama  Canal  Treaty. 

Perhaps  it  would  be  best  to  start  with  the  background.  At  the  start  of  the 
negotiations  which  led  to  the  new  canal  agreements,  the  United  States  and 
Panama  agreed,  in  the  February  1974  Kissinger-Tack  Statement  of  Principles, 
that  Panama  should  receive  a  "just  and  equitable  share  of  the  benefits  derived 
from  the  operation  of  the  canal  in  its  territory".  Consistent  with  this  principle, 
the  United  States  maintained  during  the  negotiations  that  Panama's  share  of 
the  economic  benefits  from  the  Canal  should  be  drawn  entirely  from  Canal  reve- 
nues— that  is,  that  payments  to  Panama  should  reflect  the  Canal's  economic 
value  as  measured  by  its  revenue-generating  capacity. 

Panama's  negotiators  proposed  that  the  United  States  pay  Panama  a  large 
initial  lump-sum  payment  and  a  very  sizeable  annuity,  either  of  which  far 
exceeded  the  most  optimistic  estimates  of  gross  Canal  revenues.  The  Panamanian 
negotiators  sought  to  justify  these  proposals  by  assigning  high  economic  value 
to  the  economic  and  security  benefits  derived  by  the  United  States  from  the 
Canal,  without  comparable  benefits  to  Panama.  They  further  suggested  that  as 
a  counterpart  to  United  States  investment  in  the  Panama  Canal,  Panama  had 
provided  its  unique  geographic  location  and  much  of  its  prime  land  and  water 
resources,  as  well  as  the  labor  of  its  people,  to  the  Canal  effort.  Panama  also 
cited  the  low  remuneration  received  by  Panama  under  the  present  treaties  and 
the  value  to  our  security  interests  of  the  military  bases  and  the  new  neutrality 
arrangements.  Finally,  the  Panamanian  negotiators  stressed  the  importance  to 
Panama  of  being  able  to  obtain  the  resources  to  undertake  rapid  social  and 
economic  development  with  wide  distribution  of  benefits  to  its  people. 

The  final  result  was  that  the  new  Panama  Canal  Treaty  embodied  the  U.S. 
position.  With  regard  to  the  Canal  enterprise,  Panama  is  to  receive  annual  pay- 
ments which  will  be  drawn  entirely  from  Canal  revenue. 

At  the  same  time,  the  United  States  negotiators  recognized  that  there  was 
considerable  merit,  from  the  standpoint  of  the  future  United  States  interest  in 
the  Canal,  to  giving  attention  to  Panama's  development  needs.  The  United  States 
and  Panama  under  the  new  treaties  would  share  a  special  relationship  created 
by  mutual  interest  in  tbe  Canal,  Panama's  development  could  foster  the  stability 
which  is  the  underpinning  for  an  open,  safe,  efficient  and  accessible  Canal  before 
and  after  the  expiration  of  the  Panama  Canal  Treaty. 

The  United  States  negotiators  therefore  arranged  for  their  Panamanian 
counterparts  to  meet  with  representatives  of  the  Departments  of  State,  the 
Treasury,  the  Agency  for  International  Development,  and  the  Export-Import 
Bank  to  consider  Panama's  development  needs.  In  doing  so,  it  was  clearly 
understood  that  any  arrangements  to  assist  with  Panama's  development  were 
to  be  separate  from  the  Canal  agreements  and  were  in  no  way  to  be  tied  to  the 
rights  and  obligations  of  the  United  States  under  the  Panama  Canal  Treaty  and 
the  Neutrality  Treaty. 

Out  of  these  discussions  emerged  a  program  which  was  set  forth  in  a  diplo- 
matic note  signed  by  Secretary  of  State  Vance  on  September  7.  This  program 
was  designed  to  utilize  financial  assistance  programs  that  are  suitable  to 
Panama's  stage  of  development  and  directed  at  meeting  Panama's  present  eco- 
nomic needs  for  low  income  housing  and  a  revived  private  sector.  It  is  under- 
taken on  a  best  efforts  basis.  It  introduces  no  special  assistance  devices  and  is 
subject  to  all  applicable  procedures  under  existing  programs.  All  of  its  elements 
fit  within  existing  statutory  authorization. 

The  components  of  the  economic  cooperation  program  are: 

Up  to  $75  million  in  AID  Housing  Guarantees  over  a  5-year  period. 

Up  to  $200  million  in  Export-Import  Bank  loans,  loan  guarantees  or  insurance 
over  a  five-year  period  subject  to  approval  by  the  Bank. 

A  guarantee  by  the  Overseas  Private  Investment  Corporation  of  $20  million 
in  United  States  private  capital  to  the  Panamanian  National  Finance  Corpora- 
tion (COFINA)  for  use  in  productive  projects  in  the  private  sector. 

In  addition  to  these  economic  programs,  the  Secretary's  note  of  September  7 
also  proposed  issuance  of  repayment  guarantees  under  our  Foreign  Military 
Sales  Program  not  to  exceed  $50  million  over  a  ten-year  period.  These  guarantees 
are  to  assist  Panama  in  meeting  its  responsibilities  to  contribute  to  Canal 
defense  under  the  Panama  Canal  Treaty. 

Let  me  add  a  few  comments  about  each  of  the  components  in  the  cooperation 
program. 
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The  AID  housing  program  is  directed  toward  housing  for  lower-to-medium 
income  groups  in  less  developed  countries.  The  program  provides  full  faith  and 
credit  U.S.  Government  guaranties  to  private  U.S.  lenders  who  make  loans  for 
housing  projects  in  less  developed  countries. 

The  five-year  program  for  Panama  would  fit  within  existing  authorization. 
The  guarantee  program,  which  began  in  the  1960s,  is  designed  to  be  self- 
sufficient  and  has  not  required  Congressional  appropriations.  Total  current 
housing  guarantee  authority  is  $1,055  billion.  The  proposed  Panama  program 
would  conform  to  the  statutory  limitations  of  $25  million  per  year  to  any  one 
country  and  an  average  annual  face  value  of  $15  million. 

As  for  the  Export-Import  Bank  component,  Panama  is  expected  to  become  an 
expanding  market  for  U.S.  exports  after  the  Canal  issue  is  settled  and  invest- 
ment in  Panama  accelerates.  This  projected  market  expansion  is  expected  to 
give  rise  to  more  applications  for  Ex-lm  Bank  support,  but  at  a  minimum  Ex-Im 
Bank  has  indicated  that  its  business  in  Panama  could  well  amount  to  the  $200 
million  we  have  been  discussing  over  the  next  five  years. 

The  portfolio  risk  to  Ex-Im  Bank  as  a  result  of  this  offer  will  be  small.  With 
an  additional  $200  million  to  Panama  over  five  years,  exposure  in  Panama  will 
amount  to  less  than  1.37  percent  of  Ex-Im  Bank's  total  existing  portfolio.  Pro- 
jected risk  will  be  controlled  in  the  usual  manner,  since  each  transaction  will  be 
subject  to  normal  Ex-Im  Bank  financial,  legal  and  engineering  criteria,  including 
Ex-Im  Bank's  statutory  requirement  to  find  a  reasonable  assurance  of 
repayment. 

Concerning  the  Overseas  Private  Investment  Corporation  guarantee,  this  will 
be  the  first  instance  in  which  OPIC  has  participated  in  financing  the  expansion 
of  a  government-owned  development  bank,  although  OPIC  is  permitted  to  do  so 
by  long-standing  OPIC  Board  policy  guidelines.  The  Panamanian  Development 
Bank,  COF1XA,  is  engaged  in  supporting  the  development  of  private  enterprises 
in  Panama  through  project  lending.  The  guarantee  of  borrowing  by  COFINA 
would  therefore  be  wholly  compatible  with  OPIC's  mission  and  in  accord  with 
our  view  that  OPIC  should  help  strengthen  the  private  sector  of  Panama's 
economy.  The  guarantee  would  raise  OPIC's  exposure  in  Panama  to  only  8.5 
percent  of  its  total  existing  portfolio,  which  we  believe  to  be  a  reasonable  risk. 
A  Panamanian  Government  guarantee  will  further  reduce  OPIC's  risk.  OPIC 
has  stipulated  that  its  offer  to  Panama  depends  on  terms  being  negotiated  which 
are  acceptable  to  the  Board. 

Finally,  the  military  sales  guarantees,  like  other  components  of  the  coopera- 
tion program,  are  not  grants  to  be  financed  by  the  American  taxpayer.  The  only 
appropriations  required  would  be  to  cover  ten  percent  of  the  annual  program  in 
the  form  of  deposits  in  a  special  reserve  account. 

These,  then,  are  the  components  of  the  United  States — Panamanian  coopera- 
tion program  which  developed  from  the  Canal  negotiations.  They  rely  on  exist- 
ing programs  which  are  proven  tools  for  furthering  United  States  interests 
abroad.  All  offers  of  assistance  under  this  program  are  subject  to  compliance 
with  legal  and  managerial  requirements  of  the  institutions  involved  and  to  the 
availability  of  funds.  They  are  separate  from  the  Panama  Canal  Treaty  because 
they  do  not  relate  to  our  rights  and  obligations  under  that  Treaty.  But  we 
expect  them  to  make  a  positive  contributions  to  the  successful  implementation 
of  the  new  United  States-Panamanian  partnership  in  the  Canal  enterprise  which 
will  grow  out  of  the  new  treaties. 

Question  4.  Has  the  increased  oversight  in  the  area  of  nuclear  exports  that 
resulted  from  our  Exim  bill  last  year  operated  effectively?  Please  explain  the 
complete  approval  process  for  nuclear  exports.  We've  been  told  from  time  to 
time  by  U.S.  exporters  that  Congressional  oversight  of  particular  projects  creates 
such  uncertainty  in  the  minds  of  foreign  buyers  that  it  actually  causes  buyers  to 
look  elsewhere  and  so  should  be  eliminated.  What  do  you  think? 

Answer.  The  Department  of  State  is  not  aware  of  any  instance  in  which  the 
increased  oversight  in  the  area  of  nuclear  exports  resulting  from  last  year's 
Exim  bill  has  handicapped  the  Department  of  State  in  carrying  out  U.S.  policy 
in  the  area  of  civil  nuclear  cooperation. 

Currently.  Exim  maintains  close  contact  with  the  Department  in  regard  to 
potential  loans  for  nuclear  equipment  or  materials.  At  an  early  stage  in  this 
process — usually  in  connection  with  the  Preliminary  Commitment  but  at  times 
in  conjunction  with  the  even  earlier  Letter  of  Interest — Exim  requests  the  views 
of  the  Executive  Branch  on  such  loans  with  regard  to  U.S.  non-proliferation 
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objectives.  After  consulting  as  appropriate  with  other  interested  agencies,  includ- 
ing ACDA,  the  Department  of  Energy,  and  the  NSC,  the  Department  of  State 
conveys  the  views  of  the  Executive  Branch  to  Exim  in  writing.  We  understand 
that  these  are  made  available  to  Exim's  Directors  and  also,  ultimately,  in  sub- 
stance to  this  Subcommittee. 

The  licensing  of  nuclear  exports  begins  with  the  filing  of  an  export  license 
application  with  the  Nuclear  Regulatory  Commission  (XRC).  (This  often  does 
not  occur  until  substantially  after  the  Preliminary  Commitment  or  even  the 
Loan  Agreement  has  been  approved.)  Thereafter,  the  Executive  Branch  reviews 
and  analyzes  the  export  license  application  and,  among  other  things,  determines 
whether  or  not  the  proposed  export  would  be  inimical  to  common  defense  and 
security.  It  then  provides  its  analysis  and  determination  to  the  NRC  with  an 
appropriate  recommendation  as  to  whether  the  license  should  be  issued. 

The  NRC — which  exercises  a  judgment  independent  of  that  of  the  Executive 
Branch — subsequently  acts  on  the  application.  The  criteria  under  which  these 
judgments  are  made  are  contained  in  the  Atomic  Energy  Act  of  1954,  as  amended 
most  recently  by  the  Nuclear  Non-Proliferation  Act  of  1978.  This  recent  amend- 
ment requires  the  concerned  agencies  to  publish  detailed  procedures  for  imple- 
mentation of  the  export  licensing  process. 

Although  the  Department  has  been  told  by  representatives  of  certain  potential 
foreign  customers  that  incrceased  Congressional  involvement  in  the  export 
review  process  adds  to  the  uncertainties  in  their  minds,  the  Department  is  not 
aware  of  any  instance  in  which  this  process  has  been  a  determinative  (factor  in 
the  decision  of  such  customers. 

Question  5.  It  has  been  suggested  that  removing  the  current  restrictions  on 
EXIM  support  of  credits  to  Communist  countries  (particularly  China  and 
Eastern  European  bloc)  would  be  of  mutual  benefit  to  those  countries  and  our- 
selves. Please  comment  in  detail. 

Answer.  Removal  of  current  restrictions  on  EXIM  Bank  legislation  will  not 
in  itself  lead  to  a  significant  expansion  of  East- West  Trade.  Eventually,  we 
would  also  have  to  consider  acting  along  a  broader  front:  granting  MFN  as 
countries  meet  U.S.  requirements;  buttressing  commercial  credit  with  official 
credit,  guarantees,  and  insurance  to  overcome  maturity  and  risk  limitations  and 
to  maintain  our  competitive  position. 

Within  the  broad  framework  of  a  more  normal  commercial  environment,  the 
EXIM  Bank  does  play  a  significant  role.  The  nonmarket  economies  may  not 
represent  a  vast  untapped  market  for  Western  goods.  Yet,  they  are  a  set  of 
promising  markets  for  our  nonstrategic  technology,  capital  goods,  and  equip- 
ment. Western  European  countries  and  Japan  provide  official  credits  to  finance 
their  exports,  and  in  some  areas  they  have  used  them  to  gain  a  competitive 
margin  on  us.  Perhaps,  often  enough  to  be  worrisome,  sales  have  gone  to 
European-based  U.S.  affiliates  where  adequate  financing  has  been  found.  The 
U.S.  firm  has  not  lost  all  the  benefits,  but  domestic  employment  has,  in  all 
probability,  suffered.  A  good  financing  package  is  as  significant  in  making  a  deal 
as  a  good  initial  price.  The  Export-Import  Bank  supports  our  exports  by  provid- 
ing credit  on  terms  competitive  with  oflicially-supported  terms  of  other 
countries. 

Question  6.  When  a  country  is  approaching  the  maximum  dollar  exposure  level 
that  the  Bank  is  willing  to  risk  there,  Exim  seems  to  support  only  those  projects 
that  will  earn  foreign  exchange  for  the  country.  This  could  have  the  effect  of 
giving  Exim  almost  a  veto  power  over  particular  exports  the  country  may  want, 
need,  and  be  able  to  pay  for.  Is  this  just  a  prudent  banking  practice  or  does  it 
involve  imposing  Exim's  will  on  a  foreign  economy  ?  Please  comment. 

Answer.  There  are  many  sources  of  financing  available  to  support  a  country's 
imports:  Exim  and  similar  export  credit  agencies  in  other  countries;  foreign 
and  domestic  commercial  banks;  and  bilateral  and  multilateral  aid  agencies. 
For  most  transactions  there  usually  are  available  competing  sources  of  financing 
as  well  as  competing  products.  Therefore,  Exim  should  not  be  in  a  position  to 
exercise  "almost  a  veto  power"  over  a  particular  country's  imports  or  to  impose 
its  will  on  a  foreign  economy. 

Response  From  Hon.  C.  Fred  Berosten,  Assistant  Secretary  for 
International  Affairs,  Treasury  Department 

Question  1(a).  How  much  would  Eximbank's  net  borrowings  increase  with  a 
new  commitment  authority  of  $40  billion  ?  Would  that  direct  funds  from  private 
borrowers,  expand  the  money  supply  and  increase  inflation? 
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Answer.  The  Bank  has  estimated  net  borrowing  from  Treasury's  Federal 
Financing  Bank  would  increase  as  follows : 

(Estimate  in  millions  of  dollars  by  fiscal  year) 


1977  actual 

1978 

1979 

1980 

1981 

1282 

1983 

Net     borrowing... 

422 

196 

404 

668 

883 

1,203 

1,289 

Disbursements 

Receipts 

2,310 
2,114 

2,514 
2,110 

2,988 
2,320 

3,404 
2,524 

3,973 
2,770 

4,359 
3,070 

This  estimate  would  triple  Eximbank  borrowing  by  1983  over  the  1977  level. 
Eximbank  borrowing  is  such  a  small  percentage  to  total  Federal  borrowing, 
however,  that  it  will  have  little  impact  on  the  U.S.  domestic  capital  market 
even  if  it  expands  as  suggested. 

The  following  table— based  on  estimates  included  in  the  FY  1979  Budget- 
demonstrates  the  relationship  between  Eximbank  borrowing  and  net  borrowing 
by  the  Federal  Government. 

[Dollar  amounts  in  billions] 

1977  1978  1979 


Federal  borrowing  from  the  public $53.5  $66.0  $73.0 

Eximbank  net  borrowing $0.4  $0.2  $0.4 

Eximbank  borrowing— Federal  borrowing  (percent) 0. 007  0. 003  0. 005 

In  short,  Eximbank  borrowing  is  expected  to  be  about  one-half  of  one  percent 
of  total  Federal  government  borrowing  for  the  three  years  cited  above. 

Federal  participation  in  the  total  funds  raised  in  U.S.  capital  markets 
reached  40  percent  in  1976  but  has  been  much  lower  in  most  earlier  years  and 
was  2o  percent  in  1977.  (Table  Fl  p.  121  of  FY  1979  Budget,  Special  Analysis.) 
Thus  Eximbank  borrowing  in  relation  to  total  domestic  borrowing  is  relatively 
insignificant. 

Eximbank  borrowing  under  a  $15  billion  expansion  by  its  new  commitment 
authority  cannot  conceivably  reach  a  magnitude  which  would  divert  important 
capital  resources  from  domestic  borrowers  or  put  upward  pressure  on  U.S. 
interest  rates.  As  a  practical  matter,  it  would  not  expand  the  money  supply  to  a 
degree  which  would  cause  an  inflationary  impact. 

Question  1(b).  Do  the  benefits  from  Eximbank  financing  outweigh  these* 
drawbacks? 

Answer.  Much  of  my  statement  and  others  made  here  today  list  the  benefits  of 
Eximbank  financing  in  some  detail.  Let  me  summarize  some  of  these  benefits 
briefly. 

A  major  purpose  of  the  Bank  is  to  overcome  or  compensate  for  identifiable 
deficiencies  in  the  private  market's  ability  to  finance  U.S.  exports.  Private  capi- 
tal markets  in  the  U.S.  and  abroad  are  not  always  adequate  to  finance  exports 
requiring  long  repayments  periods  or  providing  the  very  large  funds  required 
for  the  high  technology  and  large  scale  projects  so  often  characteristic  of  the 
export  sector.  In  addition,  particularly  in  the  case  of  exports  to  the  less 
developed  countries,  there  are  risks  in  the  financing  of  exports  which  the  private 
capital  market  by  itself  is  unable  or  unwilling  to  assume. 

In  our  view,  the  Bank  has  been  effective  in  meeting  these  deficiencies  in  the 
financing  of  exports  by  the  private  capital  markets.  It  has  done  so  by  using  the 
facilities  to  encourage  financing  from  the  private  sector  as  much  as  possible. 

For  virtually  all  direct  loans,  the  Bank  requires  at  least  15  percent  down 
payment  by  the  borrower  and  encourages  as  much  private  financing  as  can  be 
obtained,  consistent  with  the  needs  of  the  project — often  as  much  as  30  or  85 
percent. 

In  the  case  of  Eximbank/FCIA  insurance,  which  is  used  to  support  exports  on 
terms  up  to  five  years,  the  program  lets  the  market  place  operate  to  the  maxi- 
mum extent  possible  by  reducing  the  political  and  commercial  uncertainties 
inherent  in  export  financing  and  by  spreading  the  risk  among  the  exporters, 
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private  financing  institutions,  the  insurance  companies  that  participate  in  the 
Foreign  Credit  Insurance  Association,  and  Eximbank,  in  accordance  with  classic 
commercial  insurance  principles. 

Question  1(c).  What  is  the  effect  of  increased  Exibank  financing  on  our  bal- 
ance of  trade? 

Answer.  This  depends  on  the  extent  to  which  the  Bank's  efforts  result  in 
exports  which  otherwise  would  not  have  been  made.  This  "additionality"  of 
exports  is  difficult  to  measure  with  precision  but  a  Treasury  study  of  FY  1976 
suggests  that  in  that  year  Eximbank  direct  loans  alone  added  about  $3.4  billion 
to  total  export  sales.  (Eximbank's  loans  for  this  were  about  $2  billion  and  total 
exports  supported  by  this  in  FY  1976  were  about  $5.2  billion.)  Of  the  total  U.S. 
exports  financed  by  the  Bank,  about  two-thirds  of  the  Bank's  loans  carried 
"additionality". 

On  the  basis  of  present  projected  authorizations  and  limitations,  it  is  expected 
that  total  exports  supported  by  Eximbank  in  the  coming  years  will  be  as  follows : 

Billions 

1978 $12.  4 

1979 15. 6 

1960 17.  3 

1981 19. 3 

1982 •- 21.  5 

1983 24. 0 

Question  2(a).  Since  the  Treasury  Department  chairs  the  National  Advisory 
Council  (NAC)  and  the  NAC  is  supposed  to  coordinate  Eximbank  activities  with 
other  agencies  of  the  government,  please  explain  exactly  how  this  process  works. 
Who  sits  on  the  NAC?  How  often  does  it  meet? 

Answer.  The  National  Advisory  Council  (NAC),  originally  created  by  the 
Bretton  Woods  Agreements  Act  of  July  31,  1945,  currently  operates  under  the 
authority  of  Executive  Order  11269  of  February  14,  1966.  The  NAC  is  an  ad- 
visory body  which,  among  other  things,  is  authorized  to  review  loan  proposals 
and  programs  to  the  extent  necessary  or  desirable  to  coordinate  U.S.  monetary 
and  financial  policies.  The  Council  seeks  to  ensure  that,  to  the  maximum  extent 
possible,  the  operations  of  interntaional  and  national  financial  institutions — 
including  the  Export-Import  Bank — are  conducted  in  a  manner  consonant  with 
U.S.  policies  and  objectives  and  with  the  lending  and  other  foreign  financial 
activities  of  U.S.  Government  agencies. 

The  members  of  the  NAC  are  the  Secretaries  of  the  Treasury  (Chairman), 
State,  and  Commerce ;  the  Chairman  of  the  Board  of  Governors  of  the  Federal 
Reserve  System  and  the  President  and  Chairman  of  the  Board  of  Directors  of 
the  Export-Import  Bank.  By  agreement  the  NAC  is  served  by  a  committee  of 
Alternates  from  these  agencies,  empowered  to  act  for  their  Principals,  and  com- 
prising officials  of  Assistant  Secretary  rank. 

The  bulk  of  the  day-to-day  work  of  the  NAC  is  done  by  a  Staff  Committee, 
composed  of  economists,  lawyers  and  other  professional  members  of  the  NAC 
agencies  which  meets  at  least  once  a  week  throughout  the  year  to  review  inter- 
national monetary  and  financial  transactions  within  the  NAC's  areas  of  respon- 
sibility. Representatives  of  other  agencies  of  the  U.S.  Government,  such  as  AID, 
OMB,  NSC  and  the  Departments  of  Agriculture,  Defense,  and  Transportation, 
also  participate  in  the  work  of  the  NAC  at  Principals,  Alternates  and  Staff 
Committee  levels  on  a  regular  basis  when  matters  of  interest  to  them  are  being 
discussed. 

There  were  56  meetings  of  the  NAC  Staff  Committee  during  Fiscal  Year  1977. 
The  NAC  Principals  and  the  NAC  Alternates  meet  less  frequently  and  as 
required.  During  Fiscal  1977  there  were  7  meetings  of  the  NAC  Alternates.  No 
formal  meeting  of  the  NAC  Principals  was  held  during  that  period. 

Through  the  Ofl&ce  of  the  Secretary  of  the  NAC,  which  is  staffed  by  the 
Treasury  Department,  documents  and  memoranda  pertaining  to  the  work  of 
the  NAC  are  received  from,  and  circulated  to,  the  various  participating  agencies. 
In  some  cases,  such  as  the  Export-Import  Bank,  loan  documents  and  memoranda 
are  circulated  directly  to  the- NAC  member  agencies.  Each  agency  assigns  pro- 
fessional staff  personnel  to  the  work  of  scrutinizing  the  documentation  asso- 
ciated with  each  proposal  in  the  light  of  that  agency's  particular  responsibilities 
and  interests. 

Following  in-depth  analysis  and  discussion  of  each  pending  proposal,  such  as 
an  individual  loan  proposal,  at  the  Tuesday  Staff  Committee  meetings,  the  NAC 
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Secretary  normally  takes  a  poll  of  member  agencies  to  determine  the  consensus 
position,  which  is  recorded  in  a  document  denominated  as  an  NAC  "Action." 
During  fiscal  Year  1977  the  NAC  took  726  formal  Actions  on  individual  pro- 
posals and  policy  and  program  questions.  In  addition,  many  subjects  were  dis- 
cussed and  studied  which  did  not  require  formal  NAC  Actions. 

The  Council  seeks,  where  possible,  unanimity  of  views.  Nevertheless,  split 
voting  occurs.  In  such  cases,  this  may  signal  that  a  particular  aspect  of  U.S. 
policy  needs  special  review  or  that  a  proposal  may  require  revisions  by  the 
operating  agency.  It  should  be  stressed,  however,  that  in  all  cases,  NAC  Actions 
are  taken  on  behalf  of  the  Council  Principals  to  ensure  that  appropriate  policy- 
level  attention  is  focussed  on  the  particular  policy  issue  or  transaction  involved. 

The  NAC,  by  agreement,  has  limited  its  review  of  Export-Import  Bank  trans- 
actions to  those  having  a  value  of  $30  million  or  more  for  the  past  several  years. 
This  was  done  mainly  to  expedite  the  work  of  the  NAC  and  has  proven  satis- 
factory, generally  speaking,  given  other  existing  arrangements  for  NAC  agency 
participation  in  the  deliberations  of  the  Export-Import  Bank  Board  of  Directors. 

Question  2(b).  What  criteria  does  it  apply  for  approving  or  disapproving  an 
Eximbank  transaction?  Give  some  recent  examples  of  projects  turned  down  by 
the  NAC  and  the  reasons. 

Answer.  The  NAC  does  not  itself  apply  specific  criteria  for  approving  or  dis- 
approving Export-Import  Bank  transactions.  Each  member  agency  of  the  NAC 
brings  to  bear  in  the  Council's  deliberations  its  own  expertise  and  set  of  cri- 
teria reflecting  that  agency's  statutory  responsibilities.  For  example,  the  Treas- 
ury will  tend  to  concentrate  on  financial  and  monetary  matters  while  the  Com- 
merce Department  will  tend  to  concentrate,  in  its  input  to  the  NACTs  discussions, 
on  the  trade  related  aspects  of  given  proposals. 

Given  the  fact  that  NAC  member  agencies  are  usually  invited  to  participate 
as  observers  in  the  Export-Import  Bank  Board  meetings  during  which  proposals 
subsequently  referred  to  the  NAC  are  discussed,  these  agencies  have  some  pre- 
liminary opportunities  to  express  views  on  upcoming  transactions.  As  a  con- 
sequnce,  and  in  light  of  the  informal  development  of  policy  guidelines  over  a 
period  of  many  years,  Export-Import  Bank  transactions  are  not  rejected  by  the 
NAC  with  any  frequency.  In  early  1975  proposed  Eximbank  support  for  aircraft 
sales  to  British  Airways  was  the  subject  of  a  negative  NAC  Action.  The  principal 
concern  expressed  by  the  agencies  opposed  to  these  transactions  related  to  the 
interest  rate  (which  was  thought  to  be  too  low)  and  the  absence  of  actual  com- 
petition from  foreign  suppliers  for  these  aircraft  (Boeing  747s).  Similar  con- 
cerns on  the  part  of  several  NAC  agencies  led  to  a  negative  NAC  Action  on  air- 
craft sales  to  a  Japanese  airline  at  about  the  same  time. 

Another  example  of  a  negative  action  on  an  Export-Import  Bank  proposal 
related  to  a  proposed  direct  credit  for  a  nuclear  power  plant  in  Korea  in  the 
spring  of  1975.  In  this  case,  the  objections  related  largely  to  the  economic  and 
financial  conditions  then  prevailing  in  Korea  and  the  consistency  of  the  proposed 
Export-Import  Bank  terms  with  an  international  agreement  on  export  financ- 
ing for  nuclear  power  plants  then  being  negotiated.  There  were  no  negative  NAC 
Actions  on  Export-Import  Bank  proposals  during  1976  and  only  one  negative 
action  in  1977  relating  to  the  special  case  of  the  cotton  credit  for  Japan.  (See 
Question  2(d)  below.) 

Question  2(c).  Can  Eximbank  disregard  an  NAC  decision?  Can  the  White 
House?  If  so,  has  either  occurred  in  the  past  two  years? 

Answer.  As  already  indicated,  the  NAC  does  not  make  "decisions"  per  ae  but 
rather  is  an  advisory  body  which  renders  its  advice  in  the  form  of  NAC  "actions." 
It  is  nonetheless  well  established  practice  that  the  NAC  can  take  an  Action  dis- 
approving Export-Import  Bank  loan  proposals.  In  these  cases,  the  Export-Import 
Bank  has  refrained  from  proceeding  with  a  proposal  as  it  was  initially  submitted 
to  the  NAC  for  consideration. 

The  Export-Import  Bank  can,  and  does,  re-submit  proposals  to  the  NAC  reflect- 
ing changes  deemed  desirable  as  a  result  of  NAC  Staff  Committee  review.  The 
NAC  has,  in  fact,  subsequently  considered  favorably  proposals,  revised  to  take 
into  account  NAC  comments,  which  it  had  originally  considered  negatively.  As 
an  integral  part  of  the  Executive  Branch  the  NAC  and  its  members  is,  of  course, 
subject  to  such  guidance  as  the  President  may  deem  appropriate. 

There  has  been  no  instance  during  the  past  two  years  in  which  the  NAC  has 
disapproved  an  Export-Import  Bank  proposal  but  which  the  Bank  has  sub- 
sequently proceeded  with  despite  an  outstanding  negative  NAC  Action. 
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Question  2(d).  Were  there  dissenting  views  in  the  NAC  last  year  on  the  cotton 
credit  for  Japan  and  financing  for  Mexico's  Pemex  project? 

Answer.  The  proposed  .$75  million  cotton  credit  for  Japan  was  originally  sub- 
mitted to  the  NAC  Staff  Committee  on  July  19,  1977.  At  that  time  the  Export- 
Import  Bank  Board  had  decided  that,  prior  to  issuing  its  denial  of  the  credit 
request,  it  wanted  the  benefit  of  XAC  views  on  its  proposed  negative  Action.  None 
of  the  NAC  agencies  objected  to  the  negative  Export-Import  Bank  decision  on  the 
proposed  credit. 

Subsequently,  on  September  6,  1977,  the  Export-Import  Bank  returned  the 
proposal  to  the  NAC  Staff  Committee  for  further  review  noting  that  following 
consultations  within  the  Executive  Branch  it  had  been  decided  to  change  course 
and  propose  a  favorable  Action  on  the  proposed  credit.  One  NAC  agency  (Federal 
Reserve)  indicated  that  a  full  explanation  for  this  reversal  of  position  should  be 
supplied.  The  NAC  approved  the  proposal  shortly  thereafter  with  the  State 
Department  not  participating  in  the  voting  and  the  Federal  Reserve  abstaining. 
The  Treasury  and  Commerce  Departments  and  the  Export-Import  Bank  cast 
affirmative  votes  in  favor  of  the  proposed  cotton  credit.1 

The  proposed  Export-Import  Bank  direct  credit  for  the  gas  pipeline  in  Mexico 
was  reviewed  by  the  NAC  Staff  Committee  on  August  30,  1977.  The  only  sub- 
stantive discussion  of  the  proposal  at  that  time  related  to  whether  or  not  it 
would  be  preferable  to  obtain  an  agreement  on  the  price  of  the  imported  gas 
before  making  a  commitment  to  finance  the  pipeline.  The  consensus  of  the  meet- 
ing was  to  endorse  the  proposed  course  of  action  of  proceeding  with  the  direct 
credit  at  that  time  given  the  possibility  of  further  buildup  of  competitive  pres- 
sures from  foreign  suppliers.  There  were  no  dissenting  views  as  such  on  the 
proposed  pipeline  financing  which  was  approved  by  an  NAC  Action  dated  Sep- 
tember 1, 1977. 

Question  3(a).  How  competitive  is  the  Bank  with  other  major  foreign  official 
export  credit  institutions  ? 

Answer.  The  Export-Import  Bank  submits  a  semiannual  "Competitiveness 
Report"  to  the  Congress.  The  most  recent  report  is  dated  December  1977  and 
covers  the  period  April  1,  1977  through  September  30,  1977. 

In  summary,  the  Eximbank  believes  that  it  offers  long  term  financing  which 
is  generally  competitive  with  that  available  from  all  other  major  official  export 
credit  agencies  except  those  in  France  and  Japan. 

It  is  our  impression  that  the  Eximbank  is  generally  competitive  even  though 
in  individual  cases,  the  Eximbank  may  have  to  modify  its  terms  to  meet  the 
competition  provided  by  foreign  export  credit  agencies. 

Note :  John  Moore's  testimony  before  the  Stevenson  Subcommittee  ( Subcom- 
mittee on  International  Finance,  Committee  on  Banking,  Housing  and  Urban 
Affairs,  U.S.  Senate)  on  March  9,  1978  tended  to  emphasize  that  foreign  export 
credit  programs  were  relatively  more  attractive  than  those  of  the  Eximbank. 
He  noted  the  greater  extent  of  cover,  fixed  rate  financing,  and  extraordinary 
assistance — export  inflation  insurance,  exchange  risk  insurance,  mixed  credits, 
local  cost  financing  and  large  lines  of  credit.  He  cited  the  views  of  U.S.  banks 
and  exporters  to  the  effect  that  the  export  credit  agencies  of  their  foreign  com- 
petitors offered  competitive  advantages.  He  also  stated  "Eximbank  has  recog- 
nized that  its  programs  are  relatively  uncompetitive  and  has  recently — to  the 
extent  possible  within  its  present  financing  structure  and  legislative  mandates — 
taken  steps  to  offset  the  competitive  edge  provided  by  foreign  export  credit 
agencies." 

Question  3(b).  Are  there  particular  programs  Exim  doesn't  offer  that  its 
competitors  do? 

Answer.  There  are  a  wide  variety  of  export  credit  systems  and  programs 
among  the  OECD  countries.  The  core  of  the  Eximbank's  system  is  the  provision 
of  a  direct  credit  coupled  with  private  sector  financing.  On  the  other  hand,  some 
countries  provide  official  support  only  through  insurance  and  guarantees  while 
others  provide  refinancing  facilities  at  below  market  rates  of  interest.  Thus,  it 
is  a  highly  complex  matter  to  compare  programs. 

Nevertheless,  there  are  a  few  programs  offered  by  others  and  not  the  U.S. 
which  can  be  singled  out.  For  example,  there  are  a  limited  number  of  export 


1  We  understand  that  there  was  considerable  Congressional  pressure  brought  to  bear  at 
high  levels  in  the  Executive  branch,  END  FYI. 
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inflation  insurance  programs  which  are  designed  to  offset  the  increase  in  the 
cost  of  producing  a  product  for  export  due  to  inflation.  This  program  in  France 
has  been  extremely  costly  to  the  French  Treasury  and  was  modified  last  year  to 
reduce  those  costs;  the  program  in  the  UK  has  been  used  very  little  by 
British  exporters.  Another  program  used  by  some  countries  is  the  mixing  of 
commercial  exports  with  aid  exports.  This  mixed  credit  program  ties  a  com- 
mercial export  with  normal  export  credit  financing  to  an  aid  project  which 
receives  highly  concessional  financing  or  may  even  be  a  grant.  Most  countries 
abhor  this  type  of  credit  but  one  country,  at  least,  considers  this  an  integral 
aspect  of  their  aid  program.  We  do  not  want  to  adopt  such  a  program  but  the 
Eximbank  will,  from  time  to  time,  improve  the  terms  of  its  official  support  to 
offset  mixed  credit  competition.  However,  it  is  not  possible  to  meet  the  com- 
petition when  the  mixed  credit  is  even  moderately  concessional  in  nature. 

We  do  not  have  data  on  the  volume  of  mixed  credits  but  we  have  been  infor- 
mally told  that  the  French  program  accounts  for  only  5%  of  capital  goods  exports. 
Moreover,  many  of  these  mixed  credits  are  provided  to  countries  where  the 
Eximbank  would  normally  not  provide  credit  because  there  was  not  reasonable 
assurance  of  repayment.  Finally,  many  countries  provide  Exchange  Risk  Insur- 
ance. These  programs  are  intended  to  cover  exporters  who  provide  long  term 
credits  with  repayment  in  currencies  other  than  their  own.  This  insurance  pro- 
gram is  intended  to  offset  the  risk  of  appreciation  of  the  exporter's  currency 
vis-a-vis  the  currency  of  repayment.  We  do  not  have  date  on  the  annual  volume 
of  insurance  provided  by  the  countries  that  have  such  programs  but  it  is  gen- 
erally maintained  that  these  programs  are  not  significantly  used  and  experience 
under  these  programs  has  been  that  premium  receipts  have  exceeded  payments. 

Department  of  the  Treasury, 
Washington,  D.C.,  March  24, 1978. 
Hon.  Stephen  L.  Neal, 

Chairman,  International  Trade,  Investment,  and  Monetary  Policy  Subcommittee, 
Committee  on  Banking,  Finance  and  Urban  Affairs,  House  of  Representa- 
tives, Washington,  D.C. 

Dear  Mr.  Chairman  :  At  the  hearings  of  the  International  Trade,  Investment 
and  Monetary  Policy  Subcommittee  on  March  13,  1978,  you  asked  for  a  submis- 
sion of  Administration  views  as  to  whether  the  United  States  should  adopt  a 
mixed  credit  program.  This  letter  reflects  the  Administration's  current  views. 

A  system  of  mixed  credit  financing  is  typically  designed  to  persuade  a  develop- 
ing country  to  purchase  certain  goods  on  normal  export  credit  terms  on  the  basis 
that  other  goods  or  related  goods  will  be  provided  on  aid  terns.  The  overall  result 
is  that  normal  export  credit  terms  are  not  competitive. 

We  believe  that  a  mixed  credit  system  represents  an  unfortunate  confusion  of 
commercial  and  humanitarian  considerations  which  is  detrimental  to  the  long- 
term  interests  of  both  developed  and  developing  countries.  The  United  States  has 
tried  unsuccessfully  to  persuade  other  industrial  countries  to  abandon  such  mixed 
credit  systems.  At  this  time,  mixed  credit  systems  are  not  now  subject  to  existing 
international  credit  guidelines  except  for  notification  procedures  designed  to 
provide  a  limited  element  of  transparency. 

An  interagency  group  is  now  studying  the  extent  of  mixed  credit  financing. 
There  are  many  contradictory  allegations.  U.S.  exporters  assert  that  mixed 
credits  are  widely  available  to  most  of  their  major  foreign  competitors.  On  the 
other  hand,  the  Japanese  say  their  mixed  credit  transactions  ended  with  the 
establishment  of  international  export  credit  guidelines  on  July  1,  1976.  While 
U.S.  exporters  complained  about  the  Japanese  use  of  their  aid  program  to  finance 
transactions  for  which  export  credits  were  readily  available,  the  Japanese  Gov- 
ernment has  recently  pledged  to  untie  its  bilateral  aid  program.  Further,  the 
French  Government  says  that  its  mixed  credit  program  is  an  integral  element 
of  its  foreign  aid  program  and  that  mixed  credits  are  not  extensively  granted. 
Moreover,  it  does  appear  that  some  of  the  mixed  credits  provided  by  France  are 
made  to  countries  which  Eximbanks  would  not  consider  eligible  for  credit  because 
of  its  statutory  requirement  for  "reasonable  assurance  of  repayment."  Unfortu- 
nately, the  data  now  available  from  major  exporting  countries  is  not  adequate  to 
determine  the  extent  of  mixed  credit  financing. 

As  Eximbank  Chairman  John  Moore  noted  in  his  recent  testimony,  the  U.S. 
bilateral  assistance  program  is  designed  to  meet  basic  human  needs  in  the  very 
poor  countries.  On  the  other  hand,  Eximbank  credits  tend  to  be  focused  on  the 
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more  advanced  developing  countries — those  which  can  satisfy  Eximbank's  sta- 
tutory need  for  a  reasonable  assurance  of  repayment.  A  U.S.  mixed  credit  pro- 
gram would  confuse  the  basic  purposes  of  two  very  different  programs — the  bilat- 
eral aid  program  and  the  export  credit  program. 

Of  course,  instituting  a  U.S.  mixed  credit  program  or  Eximbank  matching  for- 
eign mixed  credits  might  provide  some  leverage  in  getting  other  countries  to 
moderate  their  own  mixed  credit  programs.  On  the  other  hand,  U.S.  adoption  of 
either  program  could  also  be  the  catalyst  for  proliferation  of  mixed  credit  prac- 
tices by  other  countries. 

At  this  time,  we  do  not  support  the  adoption  of  a  U.S.  system  of  mixed  credits. 
When  foreign  official  export  credits  are  used  in  conjunction  with  aid,  an  appro- 
priate interim  response  by  Eximbank  may  be  to  match  the  foreign  offer  by 
modifying  appropriately  its  standard  credit  terms  if  the  mixed  credit  is  not  so 
concessional  that  it  technically  constitutes  development  assistance  (aid).  The 
Development  Assistance  Committee  (DAC)  of  the  OECD  defines  "Official  Devel- 
opment Assistance  (ODA)  as  any  credit  for  development  purposes  which  has  a 
"grant  element"  of  25  percent  or  more  (as  determined  by  a  standard  formula). 
By  way  of  illustration,  an  export  credit  financing  transaction  involving  a  10 
year  repayment  term,  a  disbursement  period  of  2.5  years  and  an  interest  rate 
of  8%%  would  have  a  grant  element  of  8.9%.  The  same  transaction  would  have  a 
25%  grant  element  if  the  interest  rate  were  4.75% ;  or  if  the  repayment  term 
were  extended  to  35  years  and  the  interest  rate  were  reduced  to  6.5%  ;  or  if  other- 
wise the  three  key  factors  (disbursement  period,  repayment  term,  interest  rate) 
were  manipulated  to  arrive  at  a  grant  element  of  25%. 

I  will  be  pleased  to  send  to  you  a  copy  of  our  study  on  mixed  credits  when  it  i3 
completed.  Meanwhile,  we  also  intend  to  continue  our  bilateral  and  multilateral 
efforts  to  obtain  greater  restraint  and  information  regarding  mixed  credits.  If 
we  are  unsuccessful  in  our  efforts,  our  recommendation  may  change. 
Sincerely, 

C.  Fred  Bebgsten. 

Question  3(c).  How  effective  has  the  so-called  Gentlemen's  Agreement  really 
been  in  reducing  competition  among  foreign  official  export  credit  institutions? 

Answer.  The  participants  in  the  Consensus  Guidelines  on  Officially  Supported 
Export  Credits,  which  has  been  in  effect  since  July  1,  1976,  have  indicated  gen- 
eral satisfaction  with  the  operation  of  the  Consensus  while  recognizing  the  need 
for  improvement. 

The  Consensus  has  had  the  beneficial  effect  of  making  some  countries  increase 
the  interest  rate  charged  on  their  long  term  export  credits,  This  has  brought 
their  interest  rate  closer  to  the  interest  rate  on  Eximbank  credits.  However,  the 
more  important  effect  of  the  Consensus  has  been  to  reduce  the  danger  of  coun- 
terproductive competition  between  official  export  credit  agencies  and  the  risk 
of  an  export  credit  war.  Generally,  the  derogations  from  the  terms  of  the  Con- 
sensus were  to  compete  with  the  terms  offered  by  another  participant  under  a 
commitment  entered  into  before  the  Consensus  came  into  effect,  or  to  compete 
with  the  terms  offered  by  a  non-participant. 

We  expect  that  future  reviews  of  the  operation  of  the  new  international  Ar- 
rangement will  provide  the  basis  for  further  improvements  in  the  Arrangement, 
particularly  in  the  substantive  aspects  of  the  Arrangement. 

Question  4(a).  Floating  exchange  rates  were  supposed  to  cure  some  of  the 
problems  of  large  chronic  trade  deficits.  Now  that  we  have  a  sizable  trade 
deficit  ourselves,  shouldn't  exchange  rates  adjust  sufficiently  to  make  U.S.  goods 
cheaper  and  our  deficit  smaller? 

Answer.  1.  Flexible  exchange  rates  perform  a  useful  role  in  the  adjustment 
process.  But,  they : 

Are  not  the  only  factor  determining  trade  balances; 

Reflect  underlying  economic  and  financial  conditions — not  just  trade  deficit ; 

Respond  to  trade,  current  and  capital  account  developments. 

2.  Flexible  rates  have  done  pretty  good  job  offsetting  relative  price  movements. 

3.  Must  remember  that  basis  U.S  trade  deficit  problems — oil  and  foreign 
growth — are  not  directly  affected  by  relative  prices  or  exchange  rate  movements. 

Question  4(b).  As  they  relate  to  the  Eximbank  and  U.S.  trade  in  general,  what 
are  the  dangers  of  a  large  trade  deficit  and  a  dollar  that's  losing  value  relative 
to  European  currencies? 
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Answer.  1.  Depreciation  of  dollar  against  some  European  currencies  could 
help  somewhat  to  reduce  U.S.  deficit.  During  1977  dollar  declined  about  5  per- 
cent on  trade  weighted  basis  against  OECD  currencies ;  should  improve  export 
outlook  over  next  year  and  a  half : 

We  estimate  a  1%  exchange  rate  change  improves  exports  by  $0.5  to  1  billion 
over  iy2  years. 

2.  U.S.  deficit  also  underlines  need  to  assure  U.S.  competitiveness  in  non-price 
factors. 

Role  for  Exim  in  compensating  for  financial  market  imperfections; 
Need  stronger  selling  effort  by  U.S.  industries — better  market  awareness,  trade 
fairs,  trade  promotion,  etc. 

3.  Need  is  for  Exim  to  offset  financial  market  imperfections  or  official  credit 
competition  by  foreign  countries : 

Purpose  in  strengthening  Eximbank  is  not  to  gain  competitiveness  relative 
to  other  countries  but  to  maintain  competitiveness. 


Response  from  Hon.  Frank  A.  Weil,  Assistant  Secretary  for  Industry  and 
Trade,  Department  of  Commerce 

Question  1.  How  competitive  is  the  Bank  with  other  major  foreign  official  ex- 
port credit  institutions?  Are  there  particular  programs  Exim  doesn't  offer  that 
its  competitors  do?  How  effective  has  the  so-called  Gentlemen's  Agreement  really 
been  in  reducing  competition  among  foreign  official  export  credit  institutions? 

Answer.  These  questions  can  be  logically  approached  in  reverse  order.  The  issue 
relates  principally  to  competition  in  extending  long-term  export  credits,  with  a 
repayment  period  of  five  years  or  longer.  Short-  and  medium-term  export  credits 
are  broadly  comparable  among  the  major  exporting  nations,  and  competition  in 
this  maturity  range  is  not  a  primary  source  of  controversy. 

The  new  international  Arrangement  on  Officially  Supported  Export  Credits, 
scheduled  to  become  effective  on  April  1,  1978,  retains  most  of  the  substantive 
provisions  of  its  predecessor.  Significant  improvements  were  achieved  on  pro- 
cedural and  definitional  matters,  obtaining  greater  transparency  and  precision 
and  closing  existing  loopholes.  Particularly  important  are  the  more  specific  der- 
ogation procedures  to  provide  stated  periods  of  notification  so  that  other  partici- 
pating countries  may  in  turn  offer  matching  terms.  More  precise  procedures  for 
exchanging  information  and  so  avoiding  unnecessarily  liberal  credit  extensions 
also  are  an  advantage. 

Substantively,  the  new  Arrangement  continues  the  minimum  interest  rates 
and  maximum  repayment  terms  set  under  the  predecessor  arrangement.  The  most 
significant  provision  pertains  to  the  minimum  7.5  percent  interest  rate  and  maxi- 
mum 10-year  maturity  for  developing  country  markets.  Such  markets  account 
for  about  %  of  Eximbank's  long-term  business  and  probably  a  like  proportion 
abroad. 

In  our  view,  Eximbank  has  relatively  little  difficulty  in  extending  10-year  terms, 
or  even  longer  if  permitted  under  the  Arrangement,  provided  that  it  covers  its 
cost  of  borrowing.  Eximbank  properly  avoids  initiating  excessively  long  repay- 
ment terms,  of  course,  as  a  matter  of  policy.  However,  foreign  credit  competi- 
tion providing  an  interest  rate  at  7.5  percent  is  more  difficult  to  match  as  Exim- 
bank is  always  conscious  of  the  need  to  cover  its  cost  of  borrowing  and  obtain 
a  profit  to  meet  expenses,  add  to  reserves,  and  guard  against  a  funding  risk. 
Although,  it  must  be  noted,  insurance  and  other  fees  may  add  (usually,  but  not 
invariably)  some  0.5  to  0.7  percent  to  foreign  credit  costs,  Eximbank  may  not 
be  competitive  with  its  standard  7.75  to  8.75  percent  rates.  Such  interest  rate 
competition  may  be  routinely  available  from  certain  major  industrial  countries 
and  is  almost  always  present  in  large  and  significant  export  opportunities  requir- 
ing longer  terms  and,  therefore,  calling  for  an  Eximbank  rate  toward  the  8.75 
percent  end  of  its  scale. 

These  observations  suggest  that  export  credit  systems  may  be  divided  between 
those  relatively  able  to  extend  longer  maturities  but  charging  higher  market- 
related  rates,  and  those  with  lower  and  sometimes  subsidized  rates  and  there- 
fore more  concerned  about  lengthy  maturities  because  of  the  added  costs.  In  this 
connection,  it  may  be  noted  that  low  foreign  rates  are  often  made  possible  be- 
cause of  subsidy  through  direct  government  appropriation,  because  of  govern- 
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ment  moral  suasion  upon  private  banks  to  extend  low  rates  for  exports,  or 
because  of  central  bank  rediscounting  at  low  or  preferential  rates  over  non- 
export  transactions.  Central  banks,  of  course,  have  no  cost  of  money  when  they 
rediscount. 

An  aggravating  factor  is  that  Eximbank  finance  usually  is  combined  with  com- 
mercial bank  lending  to  produce  a  total  credit  package  for  the  U.S.  export.  The 
commercial  bank  portion  is  typically  more  expensive  than  Eximbank's  and,  more- 
over, is  variable,  or  "floating",  to  reflect  financial  market  conditions  at  any  mo- 
ment in  time.  To  any  higher  cost  of  an  Eximbank-sponsored  package,  therefore, 
is  added  an  element  of  interest  rate  uncertainty  or  unpredictability  which  for- 
eign purchasers  often  find  unattractive.  In  most  foreign  systems,  export  interest 
rates  are  fixed,  including  any  portion  supplied  by  foreign  commercial  banks  under 
moral  suasion  from  their  authorities. 

Other  substantive  provisions  of  the  new  Arrangement  that  were  retained  in- 
clude a  minimum  15  percent  prepayment  on  long-term  export  contracts,  a  limit 
on  the  financing  of  export-related  costs  in  the  buyer's  country  not  to  exceed  the 
prepayment  amount,  and  certain  reporting  requirements  when  aid  and  export 
credits  are  blended  in  export  transactions.  These  conditions  appear  to  pose  no 
severe  problem  for  Eximbank,  although  it  rarely  provides  local  cost  support  and, 
when  it  does,  usually  limits  such  support  to  guarantees  of  relatively -costly  pri- 
vate credit. 

There  are  certain  important  or  extraordinary  credit  practices  which  Exim- 
bank does  not  presently  provide  and  which  are  not  subject  to  the  new  Arrange- 
ment. A  new  phenomenon  is  export  credit  insurance  for  on-demand  letters  of 
credit  supporting  performance  bonds  related  to  large  overseas  contracts.  Also 
not  covered  is  foreign  cost  support  for  an  exporter  who  procures  export  goods 
from  another  country  as  well  as  his  own  and  thus  can  offer  buyers  a  complete 
package  both  as  to  products  and  financing.  (Eximbank  finances  only  goods  and 
services  of  U.S.  origin.)  The  new  Arrangement  also  does  not  apply  to  the  practice 
of  at  least  one  major  industrial  country  which  gives  preferential  treatment  to 
export  credit  in  the  exercise  of  its  policy  of  monetary  restraint.  The  Arrange- 
ment does  not  apply  to  insurance  against  increases  in  the  production  cost  of  long 
lead-time  items  (valuable  export  support  during  periods  of  rapidly  rising  prices) 
nor  against  adverse  exchange  rate  movements  beyond  a  stated  amount.  Finally, 
the  reporting  requirements  on  mixed  aid/export  credits  appear  weak.  The  Com- 
merce Department  agrees  with  Eximbank  that  most  or  all  of  these  practices  are 
financially  imprudent  and  should  not  be  undertaken  by  the  Bank  under  its  pres- 
ent statutory  authority. 

The  improvements  in  the  new  Arrangement  are  admittedly  not  comprehensive, 
and  even  then  were  extremely  difficult  to  negotiate.  Despite  the  Arrangement's 
shortfalls,  it  was  concluded  after  substantial  deliberations  within  the  Executive 
Branch  that  limited  improvements  were  preferable  to  abandoning  the  Arrange- 
ment. It  was  felt  that  abandonment  would  permit  some  participants  to  pursue 
export  credit  practices  even  less  commercially  sound  than  those  permitted  by  the 
limited  restraints  of  the  new  Arrangement. 

To  sum  up,  the  Arrangement  does  offer  some  restraint  against  certain  more 
excessive  means  of  credit  competition  and  improves  certain  channels  for  avoid- 
ing wasteful  credit  competition.  Eximbank  is  competitive  in  extending  credit 
maturities,  but  is  regarded  by  U.S.  exporters  and  some  foreign  borrowers  as  less 
competitive  in  interest  rates.  Eximbank  does  not  offer  some  credit  facilities 
available  abroad. 

Question  2.  How  are  smaller  exporters  made  aware  of  Exim  programs?  How 
are  the  Bank's  operations  integrated  into  overall  U.S.  trade  promotion  activi- 
ties? Are  foreign  official  credit  institutions  more  oriented  to  trade  promotion  that 
Exim  is?  If  so,  is  this  a  problem  that  needs  to  be  corrected? 

Answer.  The  Department  of  Commerce  would  not  characterize  Eximbank  as 
being  less  oriented  toward  trade  promotion  than  its  foreign  counterparts.  How- 
ever, other  nations  consider  export  expansion  one  of  their  top  national  priorities 
and  gear  their  national  policies  and  institutions  to  the  needs  of  exporting.  Gov- 
ernments adopt  policies  aimed  specifically  at  fostering  exports,  for  example 
through  strategies  to  achieve  specific  export  targets  in  selected  industries,  through 
sponsorship  of  R  &  D  in  sectors  judged  to  have  high  export  potential,  and  through 
preferential  access  to  investment  incentives  by  firms  with  a  high  export  potential. 
Most  industrialized  nations  spend  more  than  the  United  States  on  export  pro- 
motion, both  absolutely  and  relative  to  their  export  size.  These  measures  bespeak 
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a  conception  of  exporting  as  being  in  the  basic  long-term  interest  of  the  nation, 
an  attitude  that  also  extends  to  foreign  governments'  support  of  their  export 
credit  system. 

The  Commerce  Department  also  believes  that  exports  are  a  long-term  interest 
of  the  United  States.  We  are  increasingly  a  trading  nation ;  because  we  will  im- 
port more,  we  must  export  more.  Many  major  domestic  firms  already  rely  on 
exports  for  a  large  share  of  their  sales,  a  development,  we  might  note,  that  affects 
not  only  corporate  earnings,  but  also  jobs.  These  and  other  considerations  tran- 
scend the  immediate,  although  pressing,  problem  of  our  trade  deficit  and  suggest 
that  a  national  export  policy  for  the  long-run  is  needed. 

As  a  key  export  instrument,  Eximbank  activities  figure  prominently  in  Com- 
merce's export  promotion  programs.  The  Department  maintains  staff  with  major 
responsibility  for  following  Eximbank  and  export  credit  developments.  Other 
staff  also  is  in  regular  contact  with  Eximbank  in  developing  export  transactions 
(although  the  final  credit  decision  in  any  individual  transaction  is  properly  Exim- 
bank's  responsibility.)  Our  commercial  officers  in  overseas  missions  all  receive 
a  background  in  Eximbank  programs,  and  this  is  refreshed  at  the  regular  regional 
conferences  we  hold  with  them.  And  our  some  40  field  offices  across  the  nation 
are  equipped  with  literature  on  Eximbank  and  can  respond  to  inquiries  directly 
or  refer  them  back  to  specialists  in  Washington. 

A  great  deal  of  our  attention  is  directed  to  serving  the  informational  needs 
of  smaller  exporters  on  Eximbank  facilities,  as  well  as  on  other  matters.  How- 
ever, we  are  convinced  that  more  needs  to  be  done,  and  new  efforts  are  being 
undertaken  on  behalf  of  smaller  exporters  as  described  in  Assistant  Secretary 
Weil's  testimony. 

Question  3.  Floating  Exchange  rates  were  supposed  to  cure  some  of  the  problems 
of  large  chronic  trade  deficits.  Now  that  we  have  a  sizeable  trade  deficit  our- 
selves, shouldn't  exchange  adjust  sufficiently  to  make  U.S.  goods  cheaper  and 
our  deficit  smaller?  As  they  relate  to  the  Eximbank  and  U.S.  trade  in  general, 
what  are  the  dangers  of  a  large  trade  deficit  and  a  dollar  that's  losing  value 
relative  to  European  currencies? 

Answer.  The  Commerce  Department  believes  that  we  should  not  rely  on  ex- 
change rates  as  the  only  mechanism  to  ensure  that  U.S.  exports  are  price  com- 
petitive. Although  we  fully  endorse  exchange  rate  changes  that  correspond  to 
market  forces,  it  must  be  noted  that  erratic  exchange  rate  movements  can  have 
a  discouraging  impact  on  exporters  Additionally,  erratic  behavior  of  the  dollar 
can  have  serious  repercussions  on  foreign  economies,  on  the  price  of  oil,  and  on 
the  world  economy  in  general. 

Moreover,  we  must  keep  clearly  in  mind  the  fact  that  when  the  dollar  de- 
preciates we  all  experience  a  definite  economic  loss.  After  a  depreciation  of  the 
dollar,  it  commands  a  reduced  level  of  foreign  products  in  exchange — thus  re- 
ducing our  standard  of  living.  It  is  in  our  clear  and  direct  interest,  therefore, 
to  be  as  effective  a  competitor  in  world  markets  as  we  can. 

Furthermore,  we  believe  that  competitive  and  attractive  Eximbank  programs 
do  have  an  effect  in  a  floating  exchange  rate  environment.  It  is  sometimes  argued 
that  such  financing  facilities  will  be  cancelled  out  by  changes  in  the  exchange 
rate  and,  therefore,  that  such  programs  are  not  really  needed.  The  value  of  any 
currency  reflects  the  total  of  all  financial  flows  in  that  currency — not  just  trade 
flows.  The  exchange  rate  does  not  move  solely  in  response  to  changes  in  the 
value  of  exports.  Exchange  rate  fluctuations,  moreover,  are  frequently  unpre- 
dictable by  firms.  Satisfactory  financing,  on  the  other  hand,  is  seen  as  a  more 
enduring  element  and  can  have  a  favorable  impact  on  companies'  attitudes  and 
on  the  level  of  exports. 

In  this  connection,  it  already  has  been  pointed  out  elsewhere  that  the  level 
of  Eximbank's  interest  rates  is  not  always  easy  to  compare  against  foreign  ex- 
port credit  rates  in  a  world  of  floating  exchange  rates.  A  borrower  has  to  con- 
sider not  only  the  face  interest  rate  at  the  time  of  entering  into  the  loan,  but 
also  the  probable  cost  of  the  currency  at  the  time  of  repayment.  The  problem  is 
that,  while  short-term  projections  may  be  made,  most  borrowers  are  unable  to 
make  long  range  projections.  As  a  result  any  advantage  which  the  dollar  may 
have  in  today's  exchange  markets  (as  against  the  Deutschmark,  Swiss  franc,  or 
yen)  will  often  be  discounted  somewhat  by  Eximbank  borrowers. 

These  observations  do  not  contravene  the  fact,  however,  that  dollar  deprecia- 
tion, if  sustained,  can  help  to  improve  U.S.  export  price  competitiveness. 

Question  4.  As  a  participant  in  the  activities  of  the  NAC.  which  coordinates 
Eximbank  operations  with  appropriate  agencies  of  the  government,  how  effec- 
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tive  do  you  think  the  NAG  is?  Give  examples  of  the  types  of  opinions  expressed 
by  various  agencies  (particularly  your  own)  when  considering  an  Eximbank 
transaction  and  explain  how  approval  or  disapproval  is  determined.  Did  you 
strongly  oppose  any  Eximbank  project  in  the  NAC  over  the  last  two  years?  If  so, 
for  what  reason?  Was  the  project  approved  anyway? 

Answer.  The  Commerce  Department  believes  that  the  NAC  is  a  valuable  forum 
for  the  free  discussion  of  Eximbank  policies  by  concerned  agencies  with  a  diver- 
sity of  interests  and  viewpoints.  Without  the  NAC,  these  legitimate  interests 
and  views  would  probably  be  expressed  bilaterally  to  Eximbank,  would  not  bene- 
fit from  an  interagency  exchange,  and  could  well  be  more  parochial. 

The  Commerce  Department's  concerns  center  around  U.S.  trade  policy  issues. 
Other  agencies  express  views  relating  to  their  interests  in  foreign  affairs  and 
international  financial  and  monetary  policy. 

We  believe  that  Eximbank  does  give  serious  consideration  to  the  views  of 
other  agencies  and  that  a  NAC  consensus  does  carry  moral  weight.  The  NAC 
thus  may  be  said  to  exercise  oversight  over  Eximbank  activities.  We  also  rec- 
ognise that  the  NAC's  role  is  advisory  and  that  Eximbank  is  ultimately  respon- 
sible and  accountable  for  its  own  actions. 

Question  5.  We  have  been  told  that  Exim's  loan  approval  process  is  much  too 
time-consuming  and  bureaucratic  to  meet  the  needs  of  the  business  community 
it  serves.  Do  you  agree? 

Answer.  It  is  the  Department  of  Commerce's  experience  that  most  Eximbank 
direct  loans  could  be  processed  within  two  to  three  weeks  (less  for  the  discount 
and  CFF  loan  programs),  provided  that  all  the  necessary  information  is  at  hand. 
As  export  projects  evolve,  however,  the  information  needed  may  develop  slowly 
or  be  subject  to  change.  Of  course,  transactions  that  are  marginally  creditworthy 
when  presented  may  need  to  be  restructured  and  strengthened. 

Apart  from  the  financial  information  used  to  evaluate  creditworthiness,  there 
may  be  policy  or  statutory  requirements  on  Eximbank  which  necessarily  require 
additional  time.  These  include : 

A  determination  through  the  exchange-of-information  system  of  foreign  credit 
competition  when  alleged,  so  as  to  avoid  excessively  liberal  Eximbank  support. 

A  referral  for  NAC  consideration  of  transactions  with  an  Eximbank  credit 
exposure  of  $30  milion  or  more ;  this  may  require  an  additional  week  or  two. 

A  referral  to  the  Department  of  Energy  of  certain  energy-related  cases  to 
determine  if  the  products  to  be  exported  are  in  short  supply.  (This  referral  stems 
from  the  energy  crisis  of  1974. ) 

A  referral  to  the  Congress  for  25  days  of  continuous  session  of  all  nuclear 
power  transactions,  East-west  trade  transactions  with  an  Eximbank  credit  ex- 
posure over  $50  million  and  certain  other  East- west  trade  transactions,  and  all 
other  transactions  with  an  Eximbank  credit  exposure  over  $60  million. 

An  examination  of  possible  adverse  impact  stemming  from  Eximbank's  support 
on  the  U.S.  economy,  U.S.  employment,  or  products  in  short  supply. 

Chairman  Neal.  I  just  have  one  other  question,  at  this  point,  and  it 
concerns  this  idea  of  "mixed  credits." 

I  have  come  to  think  that,  because  of  our  trade  deficit  and  many 
of  the  other  areas  that  you  all  have  touched  on,  we  ought  to  be  in  a 
very  aggressive  posture  in  our  attempts  to  export.  We  ought  to  be 
able  to  compete  with  anyone  in  the  world  on  any  aspect  of  exports. 

Concerning  the  idea  that  we  might  want  to  explore  the  possibility  of 
combining  Eximbank  credits  with  some  AID  program,  I  know  that 
the  missions  of  the  two  agencies  are  separate.  It  seems  to  me  that  we 
might  want  to  explore  this  idea.  We  might  use  it  only  in  rare  in- 
stances, but  it  might  give  our  trade  negotiators  a  lever  to  use  at  the 
appropriate  time  to  try  to  get  better  agreement  to  these  consensuses, 
and  so  on. 

I  would  just  be  glad  for  any  of  you  to  comment  on  this  general 
idea. 

Mr.  Moore.  Let  me  just  expand  slightly,  Mr.  Chairman. 

There  is  no  doubt  that,  to  some  degree,  the  mixed  AID/export  fi- 
nancing credits  used  abroad  by  almost  every  one  of  our  competitors — 
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and  most  aggressively  by  the  Japanese  and  the  French — are  hard  for 
us  to  meet. 

The  point  I  wanted  to  make  to  you  is  that  you  would  need  to  re- 
examine the  AID  programs  rather  thoroughly,  if  the  United  States 
were  to  offer  mixed  credits.  The  present  orientation  of  AID  is  to 
assist  infrastructure  projects  to  alleviate  poverty  in  the  poorest  na- 
tions in  the  world.  Our  mission  is  to  make  loans  with  a  reasonable 
assurance  of  repayment,  analyzed  on  a  profitable  basis.  This  means 
that  most  of  our  financing  support  goes  to  the  better  off  of  the  lesser 
developed  countries.  Consequently,  our  paths  very  seldom  cross. 

In  addition,  the  procedures  employed  by  AID  at  the  State  Depart- 
ment presuppose  an  analysis  of  each  project  from  the  beginning.  Our 
bidding  is  almost  entirely  in  the  situation  of  international  tenders, 
where  from  45  to  60  days  is  allowed  for  our  exporters  to  put  in  a  bid, 
including  financing  terms. 

As  presently  structured,  AID  would  have  a  very  hard  time  re- 
sponding witHin  that  time.  It  is  also  very  true,  Mr.  Chairman,  that 
if  we  are  to  make  any  progress  with  our  trading  partners,  and  friends, 
and  other  relations  who  are  our  competitors  in  export  financing,  we 
need  a  vehicle  to  address  the  mixed- AID  credits,  because  so  far  they 
have  been  intransigent  in  discussing  even  a  method  of  reporting  those 
credits  in  the  consensus  negotiations.  The  degree  of  reporting  is  ex- 
tremely minimal.  We  don't  even  have  a  way  of  knowing  how  much 
goes  on.  We  know  we  meet  it  almost  invariably  in  the  credits  ex- 
tended by  the  French  to  their  former  colonies  in  Africa.  We  know 
in  the  Far  East  we  meet  it  almost  invariably  from  Japan. 

But,  as  I  am  sure  you  will  hear  in  testimony,  our  exporting  commu- 
nity feels  that  it  is  very  prevalent  indeed.  We  simply  don't  know, 
at  this  point,  whether  we  are  talking  20  percent  of  cases,  5  percent,  or 
80  percent.  It  would  be  helpful  if  we  knew. 

Chairman  Xeal.  Would  anyone  else  like  to  comment  on  that 
proposal  ? 

[No  response.] 

Chairman  Xeal.  Mr.  Cavanaugh? 

Mr.  Cavaxaugii.  Thank  you,  Mr.  Chairman. 

Mr.  Moore,  I  think  the  whole  panel  agrees  that  the  basic  justifica- 
tion for  the  size  of  this  requested  increase  is  the  projected  increase 
in  the  expansion  of  our  trade  at  a  rate  of  10  percent  from  the  cur- 
rent disappointing  5  percent. 

I  wonder  if  you,  or  Mr.  Bergsten,  might  elaborate  on  why  we  antic- 
ipate that  rather  significant,  dramatic  expansion  of  our  export  capa- 
bility in  the  next  year? 

Mr.  Moore.  The  10  percent  figure  used  by  Eximbank  was  attributed, 
on  average  oyer  the  next  5  years,  to  about  5  percent  inflation  each 
year  in  the  United  States,  and  5  percent  to  expansion  of  the  market, 
which  we  think  is  a  realistic  projection. 

Mr.  Bergsten.  I  might  just  elaborate.  As  Mr.  Moore  says,  it  is  5 
percent  growth  in  real  terms.  The  reason  we  think  that  is  attainable  is 
really  two-fold.  One  is 

Mr.  Cavaxaugii.  Well,  excuse  me.  Was  the  growth  this  past  year 
5  percent?  Or  less? 

Mr.  Bergsten.  Less,  in  real  terms. 

Mr.  Cavaxaugii.  What  was  it? 
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Mr.  Bergsten.  It  was  virtually  zero,  in  real  terms. 
Mr.  Cavanaugh.  So  all  of  the  export  growth  was  inflationary? 
Mr.  Bergsten.  Yes,  it  was  price.  The  numbers  that  were  mentioned, 
of  both  the  export  and  import  sides  in  a  couple  of  the  statements,  were 
in  current  dollars. 

Mr.  Cavanaugh.  Well,  what  is  going  to  change  in  our  trade  pic- 
ture this  next  year?  What  are  the  factors  that  are  going  to  contribute 
to  this  growth? 

Mr.  Bergsten.  I  think,  basically,  three  things,  Mr.  Cavanaugh.  The 
first  would  be  our  hope  and  our  expectation  that  our  markets  will  be 
growing  a  good  bit  more  rapidly  than  they  have  in  the  last  couple 
of  years. 

As  I  said  in  my  statement,  one  of  the  major  reasons  for  our  trade 
deficit  has  been  the  relatively  slow  growth  of  foreign  markets.  If  the 
rest  of  the  industrial  world  had  recovered  as  rapidly  from  the  reces- 
sion of  1975  as  we  have,  U.S.  exports  today  would  be  $15  billion 
higher. 

We  do  believe  that  economic  growth  in  the  rest  of  the  OECD  will 
be  substantially  higher  in  1978  than  it  was  in  1977,  and  that  those 
rates  will  continue  to  move  up  over  the  next  several  years.  With  more 
rapidly  growing  markets,  U.S.  exports  will  increase  more  rapidly. 

A  second  factor  is  the  effect  of  the  exchange  rate  adjustments  over 
the  last  year  or  so.  Those  exchange  rate  adjustments  do  improve  the 
U.S.  competitive  position  on  price.  They  should  enable  us  to  do  better 
in  terms  of  the  competitiveness  of  U.S.  exports  and,  therefore,  to  get  a 
better  growth  rate. 

Our  third  expectation  is  success  in  our  efforts  in  an  array  of  non- 
price  areas.  Mr.  Weil  has  referred  to  the  Japanese  purchasing  mission 
which  is  here  in  the  United  States,  now,  wnich  is  a  part — and  only  a 
part — of  our  effort  targeted  at  the  Japanese  market  to  boost  our  ex- 
ports, particularly  in  manufactured  goods,  but  also  in  agricultural 
goods,  over  the  next  3, 4,  or  5  years. 

If  our  Export-Import  Bank  program  recovers  from  its  very  low 
level  of  a  year  ago — which  it  has  already  begun  to  do — we  will  have  a 
better  ability  to  penetrate  world  markets. 

It  is  really  those  three  factors  which  lead  us  to  believe  that  an  export 
growth  rate  of  5  percent  in  real  terms  is  not  only  essential  in  order  to 
deal  with  our  trade  balance  problem,  but  is  attainable. 

Mr.  Cavanaugh.  Mr.  Moore,  I  have  discussed  with  you  my  interest 
in  the  rescheduling  problems  of  certain  countries  that  are  in  difficult 
credit  circumstances — and  particularly  Zaire,  with  which  you  have 
had — Eximbank  has  had  some  difficulty,  in  that  your  credits  nave  been 
imperiled. 

Can  you  explain  for  us  that  situation  ?  And  also,  alert  the  subcom- 
mittee to  any  other  potential  dangers,  such  as  Peru  in  which  you  are 
heavily  exposed,  in  which  they  also  suffer  an  extremely  impaired 
credit  situation;  and  any  other  countries  that  you  think  may  pose 
difficulties  for  you  in  the  coming  year  ? 

And  would  you  also  describe  for  the  subcommittee  your  relation- 
ship, or  acquiescence  in  Treasury's  official  policy  with  regards  to 
comparability  in  instances  of  rescheduling  of  debts  ? 

Mr.  Moore.  Yes,  Mr.  Cavanaugh,  if  I  may  address  the  latter  point 
first: 


Digitized  by  VjOOQIC 


114 

Eximbank  fully  supports  the  position  of  the  Treasury  Department 
that  rescheduling  of  private  debt  be  on  comparable  terms  to  those  of 
the  rescheduled  debt  of  official  lenders.  And  we  have  taken  that  posi- 
tion, along  with  Treasury,  in  the  Zairian  situation. 

Now,  insofar  as  I  have  heard  most  recently,  the  final  closing  of  the 
private  offering  of  credit  has  not  yet  occurred,  so  we  do  not  know  for 
sure  that  it  will  succeed  on  the  basis  that  we  think  is  comparable. 

But,  we  stand  exactly  with  Treasury  on  that  point. 

The  situation  in  Zaire  is  extremely  difficult.  It  will  be  difficult  for  a 
number  of  years.  A  number  of  forces  caused  Zaire  to  have  great  diffi- 
culties. It  is  a  nation  which  is  peculiarly  blessed  with  mineral  re- 
sources, and  with  agricultural  possibilities. 

At  the  time  these  credits  were  extended  in  the  early  seventies.,  it 
looked  as  if  Zaire  had  the  brightest  future  of  that  part  of  Africa. 
Since  that  time,  war,  and  probably  mismanagement,  have  caused  very 
grevious  problems,  and  Zaire  has  simply  been  unable  to  meet  the  cur- 
rent maturities  of  all  of  the  debt  it  incurred. 

There  are  steps  now  being  taken,  described  as  th^. "Mobutu  Plan2" 
which  give  hope  that,  in  time,  they  will  begin  to  come  out  of  their 
difficulties. 

Mr.  Cavanaugh.  Well,  specifically  with  regard  to  Eximbank,  what 
is  the  level  of  your  credits  currently  extended?  Are  your  obligations 
being  serviced  on  a  current  basis  ?  Or  are  they  in  arrears  ?  And  to  what 
extent? 

Mr.  Moore.  We  have  about  $430  million  of  exposure.  As  the  current 
maturities  have  come  due,  mostly  interest  thus  far  in  1976  and  1977, 
the  Paris  Club  of  official  creditors  has  met  and  rescheduled  over  a  7- 
year  period  the  interest  payments  that  came  up  at  that  time.  They  are 
reasonably  current  on  the  payments  of  the  rescheduled  debt,  although 
there  is  some  arrearage  there. 

In  addition,  we  are  still  disbursing  a  loan  on  a  large  project  in  Zaire, 
and  we  insist  at  each  disbursement  that  they  be  current  on  any  debt 
that  is  due  to  us,  and  they  have  brought  themselves  current  on  most  of 
those. 

I  just  don't  believe  that  in  the  current  year  they  can  meet  all  that 
they  are  presently  obligated  to,  and  I  think  there  will  be  another  re- 
scheduling meeting  in  Paris,  probably  in  April,  to  discuss  maturities 
that  will  fall  due  in  1978. 1  do  believe,  as  with  other  countries,  that  in 
time  Eximbank  will  be  paid  out  those  credits  in  full,  with  current  rates 
of  interest.  Anything  that  Eximbank  reschedules,  including  interest, 
is  rescheduled  at  our  current  interest  rates  of  about  8%percent. 

Now,  as  to  other  countries,  you  asked  about  Peru.  Peru,  of  course, 
has  been  in  the  newspapers  and  has  been  having  difficulties.  So  far, 
Peru  is  current  with  the  Export-Import  Bank  on  all  credits.  I  think 
the  renewal  of  some  private  bank  lending  to  Peru  is  under  present 
consideration.  Should  they  succeed  in  renewing  that  this  month,  then 
the  current  crisis  will  pass.  The  government  is  seeking  to  take  meas- 
ures required  by  the  IMF  for  economic  stability.  There  is  a  possibility 
that  Peru  will  come  through  without  having  a  large  rescheduling, 
although  I  think  the  better  prediction  is  the  other  way  at  this  point. 

As  to  other  countries,  presently,  the  one  of  most  concern  is  Turkey, 
which  has  stayed  current  with  Eximbank  on  its  longer  term  obliga- 
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tions  but  has  a  critical  shortage  of  foreign  exchange  for  meeting  its 
short-term  trade  debt.  We  have  presently  some  claims  and  are  nego- 
tiating with  the  Government  of  Turkey  to  recognize  directly  and  to 
assume  the  obligations  on  some  of  our  insured  claims.  The  long-term 
picture  in  Turkey  is  quite  favorable.  The  present  problem  is  one  of 
enough  stability  in  the  government  to  impose  the  necessary  austerity 
measures  to  grapple  with  the  problem.  But  I  think  that  in  Turkey, 
again,  the  situation  will  straighten  out. 

Now,  who  can  predict  in  what  market  in  the  coming  years  there  will 
not  be  the  exactly  perfect  management  which  may  oe  necessary  in 
these  tight  times?  We  will  have  times  when  nations  will  have  to  re- 
schedule debt;  but  based  on  our  past  experience,  I  don't  think  Exim- 
bank  will  lose  any  significant  sums. 

Mr.  Cavanaugh.  Thank  you. 

Chairman  Neal.  Thank  you,  Mr.  Cavanaugh. 

I  wonder  if  you  all  would  comment  for  the  record  sometime  at  your 
convenience  on  this  question  of  mixing  Eximbank  credits  with  AID 
credits.  I  would  welcome  your  comments,  either  for  or  against  such  a 
proposal. 

[At  the  request  of  Chairman  Neal,  the  following  responses  were 
received  from  Mr.  Weil  and  Mr.  Katz  regarding  mixing  Eximbank 
credits  with  AID  credits :] 

Response  From  Mb.  Weil 

Definitions  and  practices 

The  OECD's  Development  Assistance  Committee  defines  as  "aid"  a  govern- 
ment's foreign  credit  with  a  25  percent  grant  element  or  more.  In  international 
competition  for  export  orders  a  problem  arises  when  one  or  more  foreign  aid- 
donor  governments  offers  to  support  its  own  national  exports  with  a  combination 
of  official,  hard  export  credit  and  softer  aid  to  achieve  a  "mixed  credit"  that  does 
not  reach  an  average  25  percent  grant  element,  but  that  constitutes  more  liberal 
financing  than  permitted  under  the  International  Arrangement  on  Guidelines  for 
Officially  Supported  Export  Credits  (Arrangement.)  In  a  related  situation,  donor 
governments  also  may  require  national  procurement  in  offering  credit  which  they 
consider  aid,  which  is  not  associated  with  an  export  credit,  which  finances  a 
project  of  commercial  significance  to  suppliers  in  the  donor  country,  but  which 
does  not  meet  the  25  percent  grant  element  standard. 

Comprehensive  information  on  the  prevalence  and  significance  of  these  prac- 
tices is,  to  the  best  of  our  knowledge,  almost  non-existent.  Those  few  preliminary 
studies  that  have  been  made  over  recent  years  present  some  information  on  cases 
of  lost  business  that  is  useful  in  understanding  such  financing  practices,  but 
there  is  not  enough  basic  information  to  provide  a  reliable  guide  to  the  overall 
significance  of  the  problem. 

The  U.S.  Government  has  sought  to  bring  about  international  agreement  on 
stricter  consultation  procedures  and  improved  reporting  of  these  financing  prac- 
itces.  Modest  success  has  been  obtained  in  connection  with  the  Arrangement  and 
the  predecessor  Consensus,  and  there  remains  the  possibility  that  useful  statis- 
tical information  can  be  further  developed.  It  has  been  considered  highly  desir- 
able to  achieve  improved  consultation  procedures  and  limitation  of  these  objec- 
tionable financing  practices  and  to  avoid  continued  or,  especially,  proliferating 
credit  competition  in  this  gray  area. 

U.S.  aid  practices 

A.I.D/S  activities  are  being  focused  increasingly  on  the  poorer  LDC's,  toward 
basic  human  needs,  and  away  from  lending  for  infrastructure  and  capital  invest- 
ment projects.  In  presently-proposed  legislation,  bilateral  assistance  projects  ad- 
dressing infrastructure  are  limited  to  rural  areas  in  all  eligible  A.I.D.  recipient 
LDC's  and  to  physical  infrastructure  in  the  relatively  least  developed  countries. 
As  A.I.D.  moves  away  from  the  richer  LDC's  and  from  infrastructure  financing, 
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both  of  which  are  major  areas  of  concentration  for  Eximbank,  it  will  become 
less  practicable  for  A.l.D.  and  Eximbank  to  join  in  coflnancing  the  same  project 
or  sector  so  as  to  achieve  a  mixed  credit  if  that  result  is  desired.  We  are  not 
here  expressing  disagreement  with  the  present  objectives  of  the  U.S.  foreign  as- 
sistance program. 

There  is  the  additional  practical  problem  that  international  tenders  for  equip- 
ment often  involve  (50  to  90  days  notice.  U.S.  suppliers  may  not  learn  of  a  mixed 
credit  offer  from  a  foreign  competitor  until  per  naps  two  weeks  before  the  bid 
deadline  or  even  in  less  time.  We  doubt  that  A.I.D.  could  commit  its  funds  in 
a  mixed  credit  package  within  such  a  short  timeframe. 

Previous  consideration  of  the  issue 

Preliminary  studies  of  mixed  credit/gray  area  financing  problems  were  under- 
taken in  the  early  1970's  by  the  Executive  Branch.  These  studies  outlined  pos- 
sible alternatives  for  dealing  with  the  problem  by  (a)  intensifying  international 
discussions  to  limit  these  practices,  or  (b)  failing  that,  implementing  U.S.  meas- 
ures to  match  these  practices,  at  least  on  a  defensive  basis. 

The  direction  suggested  in  (a)  above  has  in  fact  been  the  course  subsequently 
followed  in  connection  with  the  Arrangement  (and  the  prior  Consensus.)  Para- 
graph 7  of  the  Arrangement  states  that : 

If  a  Participant  proposes  to  offer  a  tied  aid  credit  with  a  grant  element  of  less 
than  15  percent,  the  Participant  shall  observe  the  prior  notification  procedure  set 
forth.  ...  If  a  Participant  commits  itself  to  support  a  tied  aid  credit  with  a 
grant  element  of  15  percent  or  more  but  less  than  25  percent,  the  Participant 
shall  observe  the  prompt  notification  procedure  set  forth.  .  .  . 

A  Task  Force  on  Export  Policy  of  the  Chamber  of  Commerce  of  the  United 
States  also  reviewed  the  mixed  credit  problem  in  its  report  published  February 
1977.  The  Task  Force  recommended  that  in  certain  instances  Eximbank  should 
match  mixed  credit  competition,  but  that  these  situations  should  clearly  he  the 
exception. 

While  not  concerned  specifically  with  mixed  credits,  it  may  be  pertinent  to 
note  that  Congressional  consideration  was  given  in  1968  to  U.S.  export  marketing 
and  financing  problems  in  developing  countries.  These  deliberations  resulted  in 
PL  90-390  creating  the  "Export  Expansion  Facility,"  a  special  $500  million  ear- 
mark of  Eximbank's  overall  limitation  to  actively  foster  the  foreign  trade  and 
long-term  commercial  interest  of  the  United  States.  PL  90-390  permitted  a 
greater  risk-taking  role  for  Eximbank,  but  required  otherwise  that  the  Bank's 
credit  support  extended  under  PL  90-390  "shall  be  subject  to  .  .  .  the  policies 
of  the  Bank  with  respect  to  terms  of  repayment,  interest  rates,  fees,  and  pre- 
miums applicable  to  loans,  guarantees  and  insurance  extended  under  [the  Export- 
Import  Bank]  Act."  Subsequently,  that  Act  was  amended  to  direct  that 

Loans  made  by  the  Bank  shall  bear  interest  at  rates  determined  by  the  Board 
of  Directors  of  the  Bank,  taking  into  consideration  the  average  cost  of  money 
to  the  Bank  as  well  as  the  Bank's  mandate  to  support  United  States  exports 
at  rates  and  on  terms  and  conditions  which  are  competitive  with  exports  of  other 
countries.  (Section  2(b)  (1)  (B) ) 

In  1973,  an  amendment  to  the  Foreign  Assistance  Act  to  establish  an  Export 
Credit  Development  Fund  was  introduced  by  Congressman  Zablocki.  This  Fund 
would  have  combined  the  twin  objectives  of  expanding  U.S.  exports  into  new 
markets  in  the  low-income  countries  and  the  economic  development  of  these 
countries.  The  proposal  was  deleted  in  Committee. 


Response  Received  from  Mb.  Katz 

The  Department  of  State  has  no  additional  comments  on  this  issue  at  this  time. 

Chairman  Neal.  Mr.  Stanton. 

Mr.  Stanton.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  had  an  opening  statement  here  of  less  than  3  pages, 
and  I  did  not  insert  it  in  the  record  after  your  remarks,  <but  I  would 
like  unanimous  consent  to  do  so. 

Chairman  Neal.  Would  you  like  it  inserted  immediately  following 
my  remarks,  or  at  any  point  in  the  record  ? 
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Mr.  Stanton.  Eight  after  the  chairman's  remarks,  will  be  fine. 

Chairman  Neal.  Fine. 

Mr.  Stanton.  I  would  just  bring  out  a  couple  of  points  made  in  that 
opening  statement  and  say  them  for  the— J  have  said  them  for  the 
record,  so  I  might  as  well  say  them  publicly:  That  first,  I  compli- 
mented you,  Mr.  President,  on  your  association  with  the  Bank  over 
the  last  10  months. 

Many  of  my  constituents  and  many  of  my  acquaintances  in  the  ex- 
port business  have  brought  to  my  personal  attention  the  work  that  vou 
have  done,  and  they  have  recognized,  I  think,  that  the  Eximbank  is 
much  stronger  today  than  when  you  came  on  board  last  May,  and  are 
very  pleased  with  the  direction  it  is  moving.  And  a  great  deal  of  that 
credit  goes  to  you  personally,  so  I  compliment  you. 

Mr.  Moore.  Thank  you. 

Mr.  Stanton.  Second,  a  couple  of  observations.  I  would  like  to  com- 
pliment all  of  you.  I  think  all  of  you,  except  small  business  and  OPIC, 
are  represented  at  the  table,  on  the  degree  of  cooperation  that  you  are 
exhibiting,  as  evidenced  by  the  series  of  seminars  that  are  coming  up 
soon.  I  think  this  is  outstanding  and  something  that  has  long  been 
needed,  and  regrettably  it  comes  out  of  the  recognition  that  we  have 
a  problem  in  our  balance  of  payments — a  drastic  problem,  to  some 
people — and  so  how  are  we  going  to  best  go  about  solving  it?  The  use 
of  Eximbank  is  certainly  one  of  our  finest  tools,  but  the  fact  that  you 
are  cooperating  with  small  business  and  the  Overseas  Private  Invest- 
ment Corporation  and  the  Commerce  Department  in  these  series  of 
meetings  throughout  the  country  is  an  excellent  idea.  I  encourage  you 
to  do  more  of  it,  and  I  think  that  that  would  get  at  the  crux  of  one 
of  the  many  problems  that  I  hear  and  which  is  vital  to  the  improve- 
ment of  the  Bank,  and  that  is  the  necessity  to  make  available  the  fa- 
cilities of  the  Bank  to  the  outstanding  manufacturers  that  I  know 
exist  in  our  country — small,  medium,  and  large — who  just  are  afraid 
to  get  involved  with  the  Bank  because  of  the  redtape  and  lack  of 
knowledge. 

I  think,  No.  1,  we  miss  our  greatest  opportunity  in  not  increasing 
our  exports  because  of  the  attitude  of  many  of  the  small  manufac- 
turers, especially,  who  are  afraid  to  get  in  this  business  and  don't 
know  how  to  get  into  it. 

So,  basically  and  fundamentally,  if  this  program  addresses  that,  I 
compliment  you  all. 

Next,  Mr.  Bergsten,  we  get  many  reports  up  here  from  the  Treasury 
or  Commerce  Department  but  seldom  does  somebody  get  credit  for 
some  of  the  background  work,  and  I  don't  know  Mr.  DeEosa  to  my 
knowledge,  but  I  would  compliment  whoever  put  his  name  on  the  work 
and  compliment  the  work  personally.  I  got  halfway  through  it  and 
did  not  understand  a  lot  of  it  but  I  do  understand  tlie  graphs  and  the 
charts  at  the  end.  I  do  compliment  you  and  him  on  that  point. 

Next,  quickly,  getting  back  to  the  different  phases  of  this  Bank 
over  the  years,  it  wasn't  too  many  years  ago,  of  course,  when  the  banks 
were  in  here  at  one  time  at  the  renewal  of  this  legislation.  I  remem- 
ber it  specifically,  and  I  think  we  wrote  into  the  language  that  the 
Bank  "shall  not  be  competitive  but  shall  supplement  private  enter- 
prise." And  this  was  a  big  problem  at  one  time.  When  the  bankers  are 
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heard  on  this  legislation  we  should  ask  them  if  they  can't  be  more 
competitive. 

I  would  like  to  get  your  comments.  The  administration  is  request- 
ing a  5-year  extension.  What  value  do  you  see  in  this  over,  let  us  say, 
for  just  an  example,  a  3-year  or  4-year — what  are  the  arguments  for 
the  5-year  extension  ? 

Mr.  Moore.  Mr.  Stanton,  first,  I  deeply  appreciate  your  comments 
at  the  beginning  and  look  forward  to  serving  in  this  post  for  another 
7  years. 

Second,  as  to  the  5  years,  I  would  like  to  make  the  point  that  his- 
torically the  bank  has  always  been  granted  either  6  or  5  years. 

In  1945,  the  statute  was  passed  that  required  independent  corpora- 
tions to  have  sunset  in  their  lives,  and  6  years  was  accorded  Eximbank 
at  that  point.  Subsequently,  and  apparently  routinely  through  1969, 
the  Bank  was  granted  5-year  extensions,  including  in  1969  through 
1974. 

In  1972,  the  Bank  came  back  to  Congress  because  it  apparently 
needed  additional  dollar  authority,  and  at  the  same  time  it  threw  in 
a  request  for  a  1-year  extension,  which  was  granted. 

So,  when  the  Bank  came  back,  or  the  administration  came  back,  in 
1974,  it  only  requested  4  years,  and  that  was  granted  by  Congress  after 
long  and  arduous  debate. 

Then,  last  year,  we  asked  for  90  days  in  the  transition  between  ad- 
ministrations for  the  agreement  between  the  old  and  the  new  fiscal 
years. 

So,  historically,  the  bank  has  always  enjoyed  5  years  at  a  time. 

Now,  there  is  no  magic  between  5  years  and  3  years,  as  between 
you  and  me  or  between  Eximbank  and  Congress.  The  point  I  would 
like  to  make  is  that  the  support  of  Congress  for  this  institution  will 
be  viewed  in  the  business  community,  the  exporting  community  of  the 
United  States  with  importance,  and  it  will  be  viewed  abroad  by  our 
potential  buyers  with  importance. 

There  is  so  much  concern  with  congressional  oversight,  if  you  will, 
in  the  exporting  community  in  this  country,  and  by  the  very  conserva- 
tive administration  of  the  Bank  in  the  last  couple  of  years  before  I 
came  in,  that  many  U.S.  exporters  did  not  even  try  to  bid  in  the  United 
States  in  these  intensely  competitive  situations.  They  would  bid 
through  their  French,  Japanese,  English,  or  German  subsidiaries  or 
affiliates  because  they  knew  the  offiical  support  there  would  give  them 
a  good  chance  to  win  the  contract. 

The  message  I  try  to  carry  across  in  the  United  States  as  I  have 
gone  around  is  to  say, 

Come  try  us  again.  We  are  here.  We  are  here  for  a  long  time  with  the  foil 
support  of  the  President  and  Congress.  Do  not  worry  about  us. 

I  think  that  is  a  very  significant  point.  Now,  I  can't  sit  here  and  say 
that  there  is  enormous  significance  other  than  the  history  as  between 
the  3  and  5  years,  but  T  do  think  it  is  important. 

Mr.  Staxtox.  Mr.  Weil. 

Mr.  Weil.  I  would  like  to  supplement  Chairman  Moore's  answer 
by  adding  one  point.  The  leadtime  in  many  businesses  today  is  much 
more  than  3  years — 5, 7, 8  years.  The  Japanese,  for  example,  sometimes 
announce  their  plans  as  far  as  10  years  out. 
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We  cannot,  on  the  one  hand,  go  to  our  industrial  sector  and  urge 
them  to  invest  in  export  markets  and  at  the  same  time  not  provide 
them  with  the  assurance  that  when  and  if  they  get  there  they  would  not 
have  adequate  financing  if  there  were  political  questions  raised  about 
the  Bank.  And  for  that  reason,  I  would  like  to  add  my  strongest  pos- 
sible emphasis  to  the  desire  to  extend  the  Bank's  life  as  long  as  would 
be  politically  feasible  at  the  present  time. 

Mr.  Stanton.  Thank  you,  Mr.  Chairman. 

Chairman  Neal.  Mr.  Barnard. 

Mr.  Barnard.  Thank  you,  Mr.  Chairman. 

I  want  to  take  this  opportunity  to  likewise  welcome  the  panel  here 
this  morning.  You  have  done  an  outstanding  job  in  addressing  the 
questions  that  we  have  before  us  concerning  the  extension  of  the  Ex- 
port-Import Bank. 

Of  course,  those  of  us  who  come  from  rural  areas  have  agriculture 
as  one  of  our  main  products  for  export. 

I  would  like  to  ask  Mr.  Moore,  whether  or  not  the  Export-Import 
Bank  is  involved  in  financing  the  export  of  agricultural  products  or 
the  financing  of  agriculture-related  products  in  any  way. 

Mr.  Moore.  Mr.  Barnard,  it  is  a  pleasure  to  hear  in  the  Halls  of 
Congress  a  person  who  speaks  without  an  accent.  [Laughter.] 

And  I  am  very  pleased  to  respond. 

The  Eximbank  over  the  years  supported  agricultural  commodities 
to  the  extent  of  a  range  of  $300  to  $400  million.  In  the  last  year,  it  was 
more  like  $180  million.  The  Bank's  approach  to  the  financing  of  agri- 
cultural commodities  has  been  on  usual  commercial  terms,  which  is  up 
to  360  days.  So,  our  support,  with  the  one  exception  or  a  couple  of 
exceptions,  has  been  entirely  through  our  insurance  programs  or 
guarantee  programs. 

Much  of  the  export  of  agricultural  commodities  goes  forward  for 
cash  or  on  such  short  terms  that  our  private  banks  handle  them  with- 
out our  knowing  about  them,  and  that  is  fine. 

The  major  exception,  of  course,  has  been  the  traditional  $75  million 
a  year  of  direct  loans  on  a  1-year  repayment  term  to  the  Japanese 
cotton-spinners  to  buy  cotton  in  the  United  States.  The  Bank,  in  each 
of  the  last  2  years,  initially  decided  not  to  reextend  this  credit  which 
had  been  extended  for  some  30  years.  But  in  each  year  the  published 
cotton  crops  and  other  considerations  caused  us  to  reverse  that  decision. 
The  chairman  of  this  committee  made  legislative  history  last  year  in 
the  debate  by  indicating  that  Congress  rather  strongly,  at  least  as  far 
as  this  committee  is  concerned,  backed  the  Bank  in  its  initial  decision 
not  to  extend  that  direct  credit. 

As  to  longer  terms,  I  would  be  reluctant  to  see  Eximbank  be  given 
the  charge  to  deal  with  the  financing  of  agricultural  commodities,  be- 
cause, if  you  go  beyond  normal  commercial  terms  for  a  particular 
kind  of  product  or  commodity,  you  are,  in  effect,  making  balance-of- 
payments  loans,  which  is  a  different  issue  than  financing  and  facilitat- 
ing exports  and  one  that  I  think  is  not  wise  for  our  facility  to  be  doing. 

The  other  considerations  are  that  I  think  longer  term  support  for 
the  export  of  agricultural  commodities  should  be  designed  with  special 
reference  to  supply  situations  in  the  United  States  which  the  Agri- 
culture Department  will  know  better  than  we. 
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And  so,  in  the  present  circumstances,  to  the  extent  Congress  wishes 
to  back  longer  terms  to  support  exporting  of  agricultural  commodities, 
I  think  they  can  be  best  handled  at  the  Agriculture  Department  rather 
than  in  Eximbank. 

However,  we  would  be  glad  to  cooperate  in  any  way  Congress 
wanted  us  to. 

Mr.  Barnard.  Has  there  been  any  interest  in  some  of  the  foreign 
countries  in  setting  up  reserve  facilities  for  agricultural  products, 
such  as  silos  and  extensive  storage  facilities,  that  would  enable  them 
to  buy  now  and  use  later  ? 

Mr.  Moore.  Yes ;  we  have  requests  frequently  for  financing  of  the 
export  of  components  for  silos.  And  we  have  done  some  of  those  in 
the  past. 

Mr.  Barnard.  In  your  statement,  sir,  you  said  that  the  total  exposure, 
I  believe,  was  $4*30  million. 

Mr.  Moore.  In  Zaire. 

Mr.  Barnard.  Out  of  a  total  outstanding  of  what — $2  billion  ? 

Mr.  Moore.  No  ;  about  $25  billion. 

Mr.  Barnard.  Mr.  Weil,  one  of  the  Japanese  who  are  visiting  in  this 
country  this  week  indicated  that  American  industry  is  not  approach- 
ing the  market  right  in  these  foreign  countries,  that  we  feel  like  the 
people  living  in  Japan  and  Germany  and  other  places  have  the  same 
needs  and  desires  that  Americans  have  and  we  are  not  addressing  the 
markets  correctly. 

What  would  be  your  response  to  that? 

Mr.  Weil.  I  think  there  is  a  lot  to  be  said  for  it,  and  there  are  his- 
torical reasons  why  that  is  the  case. 

Early  in  this  century,  one  of  the  great  manufacturers  and  marketers 
of  all  time,  Mr.  Henry  Ford,  made  and  sold  19  million  Model-T's, 
all  black.  And  he  had  a  saying:  "You  can  have  any  color  you  want, 
as  long  as  it's  black." 

Since  then,  we  have  developed  a  reputation  in  the  world  as  amongst 
the  world's  great  salesmen,  but  we  have  tended  to  do  it  in  a  way  that 
is  consistent  with  Henry  Ford's  original  accomplishments. 

There  are  many  reasons  for  this.  We  have  a  very  large  internal 
market.  Foreign  markets  have  been  a  relatively  small  part  of  the 
business  of  many  American  firms,  and  it  is  true  that  we  are  now  at 
a  point  in  time  where  we  are  going  to  have  to  adapt  ourselves  better, 
learn  more  of  their  language,  learn  more  of  their  customs. 

And  a  program  which  is  underway  with  respect  to  Japan  is  both 
one  on  their  side  of  exerting  a  will  to  import  things  which  they  may 
not  have  historically  had  a  need  for,  and  on  our  side  exerting  a  will 
to  learn  better  how  to  get  abroad  into  their  markets.  We  have  a  lot 
to  learn.  They  are  right. 

Mr.  Barnard.  Thank  you  very  much. 

My  time  is  up. 

Mr.  Moore.  I  would  like  to  comment  also,  Mr.  Barnard,  because 
I  have  had  the  same  comments  made  in  very  specific  circumstances  by 
three  Japanese  trading  companies.  We  met  in  Tokyo  and  in  Wash- 
ington to  discuss  how  the  United  States  could  do  better  in  its  export 
performance,  and  they  indicated  as  competitors  that  what  we  have 
suspected  is  the  case,  that  a  U.S.  company  typically  will  have  95  per- 
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cent  of  its  business  in  the  domestic  market  and  maybe  5  percent  in  ex- 
port, and  if  there  is  any  trouble  involved,  they  simply  forego  worrying 
about  the  exports,  because  they  don't  feel  it's  that  important. 
The  reverse  is  true  with  the  Japanese. 

As  a  result,  any  Japanese  businessman  knows  everything  about 
everything  to  do  with  the  export  market. 

One  of  the  things  that  is  rather  pleasing  of  late  is  to  see  that  some 
U.S.  companies  come  to  Eximbank  represented  by  Japanese  trading 
companies.  Apparently,  the  U.S.  companies  have  retained  the  services 
of  the  Japanese  trading  companies  to  help  them  do  a  better  job  of 
bidding  and  arranging  financing,  and  the  Japanese  trading  companies 
are  apparently  available  to  sell  their  services. 

I  would  hope  that  all  of  us,  as  we  talk  to  businesses  in  this  country, 
would  urge  our  companies  to  take  a  greater  interest  in  the  export  busi- 
ness because  it  does  take  an  effort  as  you  get  started,  and  sometimes 
it  is  harder,  but  it  is  a  good  market  and  one  that  we  should  be 
expanding. 

Mr.  Barxard.  Mr.  Chairman,  I  know  my  time  has  expired,  but 
there  are  two  notable  examples  of  this  which  certainly  impress  me :  one 
is  the  CB  radio  industry,  where  public  CB  radios  actually  are  not  legal 
in  Japan,  and  yet  they  export  over  50  percent  of  those  that  are  sold  in 
this  country. 

And  then  I  noticed  the  other  day,  Mr.  Weil,  where  we  were  import- 
ing golf  carts  from  Poland,  and  as  we  also  know  there  are  no  golf 
courses  in  Poland. 

These,  therefore,  are  examples  of  good  marketing  procedures  which 
American  industry  could  well  emulate. 

Mr.  Weil.  If  I  might  add  one  thought  to  my  earlier  point  with  re- 
gard to  automobiles — in  Japan  they  drive  on  the  other  side  of  the 
road  from  the  side  we  drive  on  in  this  country.  They  constantly  ask 
us  why  our  automobile  manufacturers  can't  sell  them  cars  with  the 
driver  s  seat  on  the  opposite  side. 

This  is  something,  obviously,  that  we  have  to  work  on. 

I  will  let  Mr.  Bergsten  respond  to  the  golf  cart,  if  I  might. 

Mr.  Barnard.  I  am  right  sensitive  about  that,  Mr.  Bergsten.  There 
are  several  large  golf  cart  manufacturing  concerns  in  my  district,  and 
I  am  a  little  concerned  about  seeing  E-Z-Go  golf  carts  which  look 
exactly  like  those  coming  in  from  Poland. 

Mr.  Bergsten.  Well,  I  understand. 

I  really  have  nothing  to  add,  except  that  your  point  does  make  clear 
the  marketing  problems  and  the  lack  of  effort  that  our  firms  some- 
times undertake.  In  that  particular  case,  as  you  know,  we  at  Treasury 
have  had  the  whole  issue  under  very  close  surveillance  in  terms  of  our 
antidumping  legislation.  We  have  tried  to  deal  with  the  problem  in 
that  way. 

Mr.  Barnard.  The  new  Chairman  of  the  Federal  Reserve,  former 
president  of  Textron,  was  in  this  business  as  well. 

Chairman  Neal.  Mr.  Hyde? 

Mr.  Hyde.  Thank  you  very  much. 

We  were  discussing  the  merits  of  a  Polish  golf  cart  with  a  Polish 
caddy,  and  we  have  not  yet  reached  a  decision.  [Laughter.] 

I  just  want  to  ask  you  a  question,  Secretary  Bergsten,  and  I  don't 
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pretend  that  I  will  understand  it  when  you  are  finished,  due  to  my  own 
lack  of  absortpive  capacities. 

But  where  is  this  $15  billion  going  to  come  from  now  that  is  not 
going  to  cost  the  taxpayers  any  money  ? 

Mr.  Bergsten.  The  money  is  borrowed  by  the  Exiinbank  from  the 
Treasury  which  in  turn  raises  funding  through  the  Federal  Financing 
Bank.  The  amounts  of  money  involved  are  a  small  share  of  total 
Federal  borrowing — something  like  one-half  of  1  percent.  In  turn, 
Eximbank  then  turns  a  profit  on  its  own  operations  and  an  annual 
dividend  to  the  Treasury.  My  comment  was  that  there  was  no  cost  to 
the  U.S.  taxpayer,  which  I  thmk  is  a  true  statement. 

There  is,  of  course,  a  use  of  capital  by  the  Eximbank,  as  there  is 
by  any  other  Government  corporation,  and  there  the  issue  is  whether 
that  borrowing  of  funds  from  the  private  capital  markets  in  any  way 
detracts  from  other  activities. 

Mr.  Hyde.  How  much  would  we  borrow  ? 

Mr.  Bergstex.  The  net  borrowing  by  the  Eximbank  in  1977  was 
about  $400  million.  In  fiscal  1978,  we  estimated  about  $200  million ;  in 
fiscal  1979,  about  $400  million. 

Eximbank  has  receipts  coming  in  all  of  the  time  on  repayment  of 
its  earlier  loans,  so  all  it  has  to  borrow  is  the  amount  to  finance  any 
excess  of  its  disbursements  over  its  repayments ;  as  I  said,  that  amount 
is  running  $200  to  $400  million  a  year. 

So  it  is  very  small,  three-tenths  to  five-tenths  of  1  percent  of  total 
Federal  borrowing,  so  at  the  very  thin  margin,  which  is  an  addition 
on  the  private  capital  market ;  but  it  is  very  small  and  at  a  time  when 
we  have  capacity  underutilization  and,  if  anything,  an  absence  of 
adequate  investment. 

Therefore,  I  think  it  would  not  at  this  time  concern  me  or  the  Treas- 
ury as  a  potential  drain  on  investment  capital  that  might  be  available 
elsewhere. 

Mr.  Hyde.  And,  of  course,  stimulating  the  private  economy  gener- 
ates revenue  which  more  than  offsets  what  is  being  borrowed. 

Mr.  Bergsten.  Right.  What  I  gave  you  were  the  gross  figures. 
Clearly,  they  would  have  to  be  netted  against  such  things  as  the  addi- 
tional economic  activity,  the  tax  payments  by  those  who  got  jobs  from 
the  additional  exports. 

Mr.  Hyde.  Thank  you  very  much. 

Chairman  Neal.  Mrs.  Fenwick  ? 

Mrs.  Fenwick.  Thank  you,  Mr.  Chairman. 

I  am  very  interested  in  the  practical  results  of  all  of  these  exercises, 
and  I  share  with  my  colleague  his  concern  about  golf  carte,  but  I  go 
further  and  worrv  about  tractors. 

I  was  horrified  to  learn  that  the  Russians  are  selling  tractors  in 
Minnesota  for  $10,000  that  run  7  hours  on  3  gallons  of  gas;  this  is  far 
better,  apparently,  than  our  gas  consumption  figure,  and  ours  cost 
$20,000.  Our  latest  model  has  an  air-conditioned  cab  and  TV  reception. 
Now,  this  model  is  not,  in  my  opinion,  going  to  sell  widely  abroad. 

That  is  the  crux.  You  tell  us  that  there  are  40,000  jobs,  roughly,  for 
every  $1  billion  of  exports.  And  as  a  member  of  the  Small  Business 
Committee,  I  was  happv  to  learn  that  42  percent  of  your  businesses 
apparently  qualify  for  the  $10  million,  $5  million  figure  that  you  give 
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as  qualifying  for  small  businesses.  But  I  would  like  to  find  out  why 
there  is  so  much  redtape. 

As  I  understand  it,  there  are  two  reasons  that  inhibit  the  operations 
of  people  desiring  to  use  Eximbank. 

One  is  the  threat  of  congressional  disapproval — and  I  would  like  to 
have  your  estimate  as  to  how  inhibiting  that  is  and  how  often,  perhaps, 
that  has  made  borrowers  turn  to  other  countries  for  financing. 

And  the  second  is,  why  does  Eximbank  take  so  long  to  approve  » 
project  ?  Is  this  letter  of  interest  going  to  save  time  ? 

We  have  to  get  more  exports,  and  these  inhibitory  measures  worry 
me. 

Mr.  Moore.  Any  redtape  which  would  adversely  affect  our  exporters 
will  worry  us  greatly  at  the  Eximbank. 

We  hear  these  complaints,  also,  and  they  must  exist.  We  are  seek- 
ing to  address  them  as  best  we  can. 

Mrs.  Fenwick.  How  long  does  it  take  ? 

Mr.  Moore.  Well,  if  an  exporter  wishes  to  do  an  export  of  $200,000, 
he  goes  to  his  bank,  and  if  it  is  one  of  the  200  that  deals  with  our  pro- 
gram, that  bank  can  commit  to  him  right  then,  or  as  soon  as  their 
loan  committee  will  act,  and  it  binds  us,  in  the  right  markets.  Now,  we 
don't  give  that  discretionary  limit  in  the  bottom  category  of  poorest 
countries.  They  would  have  to  come  to  us  first.  And  then  it  would  take 
15  days,  perhaps,  by  the  time  we  processed  it. 

Unquestionably,  there  are  delays  that  occur  in  the  larger  projects, 
but  we  do  respond  and  put  our  exporters  in  a  position  to  bid  within 
the  time  limits  imposed  abroad.  Some  of  those  time  limits  are  so  rigor- 
ous that  our  bidders  simply  don't  have  a  chance,  so  they  don't  bid. 
And  we  have  made  that  point  abroad,  that  a  30-day  period  just  is  not 
sensible.  You  are  not  going  to  get  bids  from  the  United  States.  Why 
don't  you  make  it  60  days.  And  they  have  done  so.  And  they  really 
ought  to  make  it  90  days.  Just  getting  communications  back  and  fortn 
is  a  serious  problem. 

We  will  certainly  seek  to  reduce  redtape.  We  have  inherent  in  our 
job  a  harder  one  than  our  competitors  abroad,  because  we  are  directed, 
and  we  take  it  very  seriously,  that  we  should  find  a  reasonable  assur- 
ance of  repayment. 

Naturally,  this  makes  us  reluctant  and  therefore  sometimes  slow  tp 
move  in  marginal  situations.  And  many  times  when  I  have  met  an  ex- 
porter who  was  complaining  about  slowness,  it  was  not  slowness,  as 
such ;  it  was  slowness  because  we  were  having  trouble  extending  that 
credit  in  the  Sudan  or  in  Egypt  or  in  other  countries  where  we  simply 
can't  move  at  the  present  time.  And  that  can  be  different  abroad,  Tbe- 
cause  our  competitors  abroad  are  given  subsidies  annually,  and  they 
don't  want  to  lend  money  into  a  default  situation,  but  short  of  that 
they  are  pretty  active. 

I  am  not  sure  I  have  addressed  every  one  of  your  points. 

Mrs.  Fenwick.  How  about  the  congressional  disapproval?  How  is 
that  inhibitive  ? 

Mr.  Moore.  We  know  it  is  used  against  us  by  our  competitors  abroad. 
It  must  be  of  concern  to  countries  abroad  to  think  that  once  they  have 
gone  through  all  of  the  years  of  planning  a  particular  project,  that 
the  last  thing  that  will  happen  after  they  have  awarded  the  business 
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to  the  United  States  is  that  another  roughly  40  days  of  uncertainty  will 
go  by. 

Now,  in  return,  up  until  now,  we  have  been  able  to  say  to  the  buyers 
abroad,  do  not  worry ;  Congress  only  looks  at  the  appropriate  thing. 

The  only  example  of  Congress  holding  up  an  Eximbank  authoriza- 
tion was  one  ease  where  Congress  properly  did  not  find  that  the  United 
States  yet  had  sufficient  agreements  with  the  receiving  country  on  non- 
proliferation  of  atomic  energy  before  the  authorization  of  a  nuclear 
powerplant.  Should  that  situation  change,  that  is,  should  there  be  a 
strong  possibility  of  congressional  disapproval,  it  would  be  very  seri- 
ous for  us  indeed.  There  are  now  circumstances  when,  for  example,  it 
looks  like  the  amount  of  American  exports  would  be  $100  million  and, 
for  some*,  reason,  the  foreign  buyer  submits  a  request  for  a  financing 
of  $59,750,000.  Wo  immediately  called  and  said  we  believe  Congress 
will  approve  this  credit.  Go  ahead  and  do  what  is  reasonable.  Be- 
cause you  want  to  buy  in  the  United  States,  you  should  buy  in  the 
United  States.  Let  us  take  a  crack  at  it. 

Hut  there  is  no  doubt  that  foreign  buyers  are  seriously  concerned 
because  a  number  of  political  issues  have  now  been  raised  in  connec- 
tion with  our  financing,  and  no  nation  abroad  has  to  be  put  into  a  posi- 
tion in  which  their  export  financing  is  used  as  leverage  on  other,  un- 
related, issues  because  they  simply  can  have  the  credit  from  Japan  or 
from  Germany  or  from  fingland,  from  France,  Canada,  et  cetera,  et 
cetera. 

Mrs.  FKNwrcK.  Have  you  any  evidence  of  countries  having  consid- 
ered borrowing  from  us  and  then  moving  to  another  country  on  ac- 
count of  these  inhibiting  factors  ? 

Mr.  Moore.  I  do  not,  other  than  the  one  tentative  attempt  to  bypass 
congressional  review  that  I  mentioned.  And  I  hope  in  that  case  that  we 
willsucceed  in  getting  them  to  put  in  an  application  for  what  they 
truly  believe  will  be  bought  in  the  United  States. 

I  do  not  believe,  Mrs.  Fen  wick,  that  this  has  been  a  problem  up  to 
now.  I  do  think  it  is  very  much  an  issue  right  now,  because  it  has  been 
on  the  front  pages.  It  is  a  big  issue  for  us. 

Mrs.  Fen  wick.  My  time  has  expired,  but  I  just  want  to  ask  one  ques- 
tion about  Zaire. 

Are  they  able  to  get  their  minerals  out  on  that  railroad  through 
Angola,  or  is  that  still  held  up  ? 

What  is  the  situation  there,  do  you  know? 

Mr.  Moore.  I  do  not  believe  they  can  take  them  through  Angola. 

Mrs.  Fenwick.  Well,  that  was  where  the  line  went  out. 

Mr.  Moore.  Let  me  submit  some  information  on  that  for  the  record. 
I  will  get  an  answer  for  you. 

Mrs.  Fenwick.  Thank  you. 

fin  response  to  the  request  of  Mrs.  Fenwick,  the  following  informa- 
tion was  submitted  for  the  record  by  Mr.  Moore :] 

Reply  Received  From  Mr.  Moore  to  Mrs.  Fenwick's  Question  About  Zaire- 
Angola  Railroad 

Zaire  is  still  unable  to  ship  minerals  to  Lobito,  Angola,  via  the  Benguela 
Railroad. 

Mrs.  Fenwick.  Thank  you,  Mr.  Chairman. 
Chairman  Neal.  Thank  you,  Mrs.  Fenwick. 
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Mr.  Leach? 

Mr.  Leach.  Mr.  Moore,  I  want  to  pursue  something  that  Mr.  Bar- 
nard raised  with  regard  to  agricultural  exports.  I  have  some  questions 
about  figures  that  have  been  given. 

In  your  annual  report,  you  indicate  that  8.4  percent  of  your  au- 
thorizations went  to  the  agricultural  sector. 

What  does  that  include  ?  Is  that  noncommodity  aspects  of  agricul- 
ture, as  well  ? 

You  mentioned  earlier  the  figure  of  $180  million,  which  would 
represent  about  3  percent. of  authorizations.  Yet  your  staff  has  pro- 
vided me  statistics  for  11  months  of  the  fiscal  year  1977,  indicating 
that  the  Bank  only  authorized  $74  million,  or  about  1.3  percent,  for 
agricultural  commodity  exports. 

Mr.  Moore.  Yes,  Mr.  Leach,  I  think  the  difference  is  capital  goods 
for  agricultural  processing  plants  abroad. 

Mr.  Leach.  Coming  from  the  State  of  Iowa  and  the  Midwest,  a 
major  agricultural  exporting  area,  I  would  like  to  raise  some  concerns. 

First,  based  on  the  statistics  that  your  Office  has  supplied,  it  appears 
that  the  Eximbank  has  slashed  by  300  percent  the  amount  of  money 
going  to  finance  agricultural  commodity  sales  from  1976  versus  1977. 
Is  that  an  accurate  understanding  ? 

Mr.  Moore.  My  inclination  was  to  think  it  was  more  like  half  than 
a  third. 

Mr.  Leach.  Second,  and  again  of  concern  to  the  Midwest,  is  that 
when  you  go  down  the  list  of  agricultural  commodities  you  see  a  bias, 
a  pronounced  pro-Southern  or  pro-Western  bias.  We  in  the  heartland 
of  America  produce  heavily  corn  and  soybeans  and  we  feed  pork  and 
cattle,  and  yet  when  you  look  at  Eximbank — and  these  are  major 
aspects  of  our  international  sales — there  is  no  support  whatsoever  in 
1977  for  pork,  no  support  for  sheep,  $64,000  for  cattle,  less  than  $1 
million  for  soybeans,  no  support  for  corn,  no  support  for  dairy 
products  and  eggs. 

On  the  other  hand,  there  is  support  for  cotton  and  there  is  support 
for  rice. 

When  you  look  at  equitability  in  the  distribution  of  Government- 
funds,  regionalism  is  a  factor.  If  you  are  going  to  support  agricul- 
ture— and  I  think  you  should  to  a  greater  extent  than  perhaps  the 
Bank  might  want — I  think  you  have  to  look  at  regional  distribution. 
In  this  regard,  I  would  strongly  urge  you  to  look  at  the  products  that 
are  selling:  abroad  from  Iowa,  Illinois,  Wisconsin,  and  Minnesota  in 
a  very  different  light  than  the  Eximbank  currently  is. 

Would  you  care  to  comment  ? 

Mr.  Moore.  Yes. 

First,  there  wasn't  a  slashing:  of  Eximbank's  business.  The  pro- 
grams were  available  without  discrimination  as  far  as  the  insurance 
and  guarantee  programs  I  mentined  in  response  to  Mr.  Barnard's 
questions,  and  to  the  extent  our  programs  were  useful,  they  were  used. 

Now,  I  would  need  to  investigate,  and  will  do  so,  as  to  whether 
better  marketing  of  our  programs  would  enhance  the  use  on  the  360- 
day  maximum  basis  that  we  would  offer. 

And  I  would  be  glad  to  look  at  that. 
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Now,  the  cotton  credit,  the  direct  credit,  is  a  different  issue,  and  it 
is  one  of  history  and  generates  enormous  support  from  some  sectors  of 
Congress  and  not  such  enthusiastic  support  from  others. 

Mr.  Leach.  There  is  also  a  unique  opportunity  here.  One  of  the 
burning  issues  in  the  Midwest,  when  it  comes  to  the  exportation  of 
our  crops,  is  the  very  few  actors  in  the  exporting  environment.  Exim- 
bank  might  have  a  unique  role,  outside  short-term  lending,  in  looking 
at  smaller  elevators  and  cooperatives  with  the  idea  in  mind  of  assist- 
ance toward  export  orientation.  I  think  this  would  provide  greater 
competitiveness  in  the  Midwest  and  in  this  country  and  may  be  a 
policy  matter  you  might  want  to  address  within  your  Bank. 

We  also  see  certain  ironies.  For  example,  the  Eximbank  last  year 
provided  lending  assistance  to  a  rice  exporting  company  which  has 
close  ties  with  Tongsun  Park,  yet  no  assistance  to  the  country  elevators 
in  Iowa.  And  whereas  industrial  loans  are  frequently  long  term, 
agricultural  loans  made  by  Eximbank  are  almost  always  short  term. 
I  would  hope  that  you  would  move  away  from  short-term  agricultural 
criteria  and  look  particularly  at  new  entrants  to  the  grain  export  busi- 
ness, thus  providing  midwestern  farmers  greater  incentives,  both  to 
export  as  well  as  greater  options  for  the  direct  sale  of  crops. 

Mr.  Moore.  I  appreciate  your  comments,  and  we  will  seek  to  imple- 
ment them. 

I  do  have  a  meeting  with  Secretary  Bergland  later  this  week  to 
discuss  what  new  programs  they  are  contemplating  and  how  we  might 
do  a  better  job  in  this  area. 

I  would  like  to  comment  on  one  other  aspect  you  mentioned  just 
earlier — earlier — well,  I  guess  it  was  last  week. 

A  group  came  to  see  me  from  the  Sugar  Machinery  Manufacturing 
Association,  and  a  point  they  made  really  struck  me :  That  in  many 
of  the  lesser  developed  countries  there  is  the  possibility  of  growing 
more  sugar  and  processing  it  within  the  countries.  Because  they  are 
poor  in  foreign  exchange,  they  simply  don't  import  much  sugar  at  the 
present  time.  The  average  consumption  of  sugar  in  those  countries  is 
one-tenth  what  it  is  in  developed  countries,  5  kilos  as  compared  to  55 
kilos,  if  I  remember  the  figures  correctly.  And  within  those  markets 
you  could  finance  sugar  machinery  which  would  not  in  any  way  affect 
the  export  of  sugar  from  the  United  States  or  have  any  other  adverse 
impact  in  the  United  States  while  providing  additional  jobs  for  the 
building  of  the  machinery.  And  it  was  a  very  interesting  story.  And  I 
think  maybe  it  may  be  replicated  in  many  areas  of  agricultural  ma- 
chinery from  this  country. 

But  I  appreciate  your  comments  on  the  commodities,  and  we  will 
certainly  look  into  it. 

Mr.  Leach.  Thank  you.  I  appreciate  that. 

Chairman  Neal.  Mr.  Katz,  do  you  have  a  comment  ? 

Mr.  Katz.  Mr.  Chairman,  I  just  wanted  to  point  out  that  there  are 
other  Government  programs,  of  course,  that  are  addressed  to  moving 
agricultural  commodities,  primarily  CCC  and  also  Public  Law  480. 
Public  Law  480  doesn't  have  primarily  a  commercial  function  but  it 
also  moves  large  amounts  of  commodities. 

And  then,  finally,  OPIC  can  also  facilitate  the  export  of  American 
agricultural  commodities  by  encouraging  the  investment  in  facilities, 
silos,  or  processing  industries  abroad. 
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Mr.  Leach.  I  appreciate  those  comments,  and  I  would  just  like  to 
make  one  comment  in  return. 

While  what  you  say  is  true,  this  administration  has  proposed  this 
year  a  $117  million  cutback  in  Public  Law  480  programs  in  the  budget 
it  has  presented  to  the  Congress — and  yet  we  are  also  being  presented 
with  a  10-percent  increase  per  year  in  Eximbank  financing.  I  think 
that  even  though  there  are  other  governmental  places  with  more  refined 
mandates  in  this  area,  it  is  appropriate  for  Eximbank  itself  to  look  to 
agriculture,  which,  after  all,  has  been  the  almost  accidental  savior  of 
American  foreign  exchange  in  the  last  5  years. 

Chairman  Neal.  Mr.  Moore,  I  have  been  very  favorably  impressed 
by  a  document  prepared  by  the  Eximbank  back  in  May  1976  which  is 
entitled,  "Possible  Eximbank  Objectives."  This  memorandum,  which 
I  am  sure  you  have  seen,  claims  to  provide  an  analytical  framework, 
and  possible  guidelines  to  use  in  identifying  appropriate  objectives 
for  the  Bank  over  the  next  several  years,  identifying  a  number  of 
specific  objectives. 

It  says :  *  *  *  would  provide  a  standard  against  which  individual  Eximbank 
programs  could  be  judged,  and  it  would  also  provide  a  basis  for  clear  an  deferr- 
able public  statements  on  Bank  policies. 

The  document  points  out  that  Eximbank  policies  and  goals  and  ob- 
jectives have  changed,  over  the  years.  Our  national  priorities  have 
changed,  over  the  years.  And  it  gives  us  here  a  way  of  following  the 
rationale  for  Eximbank  movement  and,  I  think,  can  be  very  helpful  to 
us  in  exercising  our  oversight  responsibility. 

I  would  ask  you,  if  you  could,  to  sort  of  keep  this  updated  as  you 
move  along  so  that  we  would  have  some  frame  of  reference  in  which 
to  do  our  job  better. 

Does  that  seem  like  a  good  idea  to  you  ? 

Mr.  Moore.  Yes,  Mr.  Chairman.  My  predecessor,  Stephen  M. 
DuBrul,  Jr.,  did  many  excellent  things  in  management  of  the  Bank, 
including  policy  reviews.  In  fact,  he  really  brought  zero-based  budget- 
ing to  Eximbank  a  year  earlier  than  the  rest  of  the  Government  en- 
joyed it. 

We  are  continuing  the  zero-based  budgeting  exercise,  and  will,  and 
do,  update  these  studies,  from  time  to  time.  We  will  be  glad  to  coop- 
erate with  you  in  letting  you  understand  how  we  are  doing  this. 

Chairman  Neal.  I  think  if  you  would  just  send  them  to  us,  as  you 
do  them,  it  would  be  helpful. 

Mr.  Cavanaugh  ? 

Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman. 

Mr.  Moore,  I  think  that,  since  the  human  rights'  issue  has  become 
a  major  preoccupation  of  the  Congress,  and  Eximbank  has  been  in- 
volved in  it  for  a  year — I  know  that  the  subcommittee  submitted  a 
question  to  you  which  has  been  included  in  the  record  concerning  how 
the  obligations  imposed  upon  Eximbank  in  the  interim  legislation 
have  worked  out. 

I  wonder  if  you  might  further  address  that.  In  response  to  the  chair- 
man's question,  you  state  that  Eximbank  turned  down  transactions  in 
Chile  and  Uruguay,  primarily  on  human  rights'  grounds.  And  then 
you  note  that  the  status  of  human  rights  in  countries  such  as  Argen- 
tina, Korea,  and  the  Philippines,  for  which  projects  were  opposed  by 
U.S.  representatives  to  international  financial  institutions,  has  been  a 
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concern  of  Eximbank — although  the  Bank's  Board  of  Directors  did 
not  feel  that — apparently  did  not  feel  that  denial  of  Eximbank  services 
or  credits  in  those  countries  was  justified. 

Compared  with  other  restrictions  that  the  Congress  has  placed  on 
other  institutions  with  regards  to  human  rights,  the  one  imposed  on 
Eximbank  has  been,  I  think,  markedly  flexible,  and  appropriately  so, 
assuming  the  proper  sensitivity  within  the  Agency. 

But  could  you  expand  upon  your  written  response,  in  terms  of  how 
the  Board  approaches  making  distinctions  between  a  "Chile"  or  an 
"Uruguay"  and  a  "Korea"  and  an  "Argentina"  ? 

Mr.  Moore.  Yes,  Mr.  Cavanaugh. 

In  every  case  being  worked  up  for  presentation  to  the  Board  and  the 
Bank  for  a  loan  or  a  financial  guarantee,  there  is  a  formal  report  from 
the  State  Department's  Bureau  of  Human  Eights  and  Humanitarian 
Affairs.  We  mentioned  those  particularly  critical  ones,  because  in  those 
we  felt  that  the  questions  were  such  that  members  of  the  Board  should 
attend  the  interagency  group  meeting  itself  and  hear  the  discussion 
so  that  we  would  have  a  further  sense  of  the  exact  situation. 

As  viewed  in  the  interagency  group,  there  is  an  ongoing  process 
of  trying  to  encourage  each  country  to  improve  both  its  approach 
to  human  rights  issues  and  its  record  on  human  rights.  Part  of  that 
advice  is  to  review  what  has  been  done  in  the  international  financing 
institutions  where  there  have  been  extensions,  or  negative  votes,  or 
positive  votes — whatever  they  were.  The  discussion  also  focuses  on 
conferences  with  government  leaders  in  those  countries  and  then,  the 
entire  human  rights  situation  in  the  country  in  question  is  reviewed. 
Finally,  the  particular  case  is  reviewed  to  ascertain  whether,  in  the 
ligftt  of  actual  foreign  competition  for  the  sale,  the  transaction  is 
going  forward,  and  consequently  whether  our  refusal  to  support  the 
financing  would  have  any  effect  at  all. 

All  of  those  considerations  are  available  to  our  Board  of  Directors 
when  it  does  act,  and  there  is  where  you  seek  to  make  an  intelligent 
decision. 

Now,  in  the  Uruguayan  case,  there  was  no  doubt  that  there  were 
bids  from  five  other  countries.  But  the  situation  was  so  serious,  and 
the  intransigence  of  the  Government  to  discuss  it  so  total,  that  it 
seemed  wiser  just  not  to  promote  it  or  to  support  economic  relations 
with  that  country ;  the  same  is  true  in  Chile. 

It  is  very  hard,  indeed,  for  me  to  sit  at  a  particular  point  in  time  and 
tell  you  of  all  of  the  things  known  to  the  State  Department  which 
differentiate  Chile  and  Argentina,  or  Chila  and  the  Philippines,  and 
so  on,  but  I  think  the  flexibility  is  wise. 

The  charge  given  by  Congress  has  been  followed  by  Eximbank  since 
about  last  June  or  July,  even  though  the  statute  did  not  go  into  effect 
until  October.  And  we  have  had  considerable  experience  in  implement- 
ing this  procedure — but  it  is  hard  to  answer  a  particular  instance  in  a 
particular  country  that  happened  2  days  before,  and  it  is  in  the 
newspaper. 

Mr.  Cavanaugh.  Let  me  ask  you  this :  Have  you  found  the  require- 
ments of  the  Congress  to  be  onerous  or  inconsistent  with  the  other 
mandates  of  Eximbank  ? 
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Mr.  Moore.  I  do  not  personally,  because  I  personally  am  much  more 
comfortable  that  we  do  have  this  procedure  and  are  a  part  of  carrying 
the  flag  for  human  rights  all  over  the  world. 

The  argument  can  be  made — and  I  am  sure  may  well  be  made  in 
these  hearings  by  others,  especially  from  the  exporting  community — 
that  you  should  not  try  to  mix  political  or  social  considerations  with 
trade,  especially  when  the  balance  of  trade  is  so  adverse  to  the  United 
States. 

This  gets  to  a  question  of  degree;  and  it  would  seem  to  me  quite 
appropriate  to  say  that  it  is  only  in  very  serious  circumstances  that 
you  interfere  with  the  economic  relations  of  countries,  and  that,  in 
general,  trade  should  go  forward. 

This  is  not  true,  though,  when  you  have  an  interruption  of  diplo- 
matic relations,  for  various  reasons,  or  a  serious  situation- — as  in 
Uganda — that  does  not  get  mentioned  in  our  paper  because  we  just 
don't  have  any  relations  with  Uganda.  But,  if  we  had  relations,  I 
would  imagine  that  the  human  rignts  situation  would  be  so  grave  that 
neither  you  nor  we  would  much  value  a  little  bit  of  trade  to  Uganda, 
when  weighed  against  human  rights  considerations. 

Mr.  Cavanaugh.  Well,  I  am  pleased  to  hear  that  response,  because 
that  view  very  much  reflects  my  own.  The  difficulty  with  human  rights, 
in  terms  of  statutes,  is  that  we  have  not  yet,  I  think,  developed  a 
sophistication  in  articulating  ourselves  in  a  legal  sense  as  to  what  the 
standard  is,  or  should  be,  on  a  worldwide  basis. 

While  we  all  aspire  to  using  the  instrumentalities  and  inspiration  of 
our  entire  Government  to  improve  the  conditions  of  people  around 
the  world,  I  think,  Mr.  Moore,  that  the  reason  the  Congress  has  often 
overstepped  itself  is  because  it  has  perceived  an  insensitivity  in  cer- 
tain segments  of  the  bureaucracy  or  the  administration  to  that  overall 
goal. 

But  the  flexibility  that  we  have  provided  Eximbank,  and  I  think 
the  delicacy  with  which  you  have  approached  that  flexibility,  can  serve 
as  a  model,  perhaps,  for  other  agencies  of  Government. 

I  see  my  good  friend  from  Treasury  here,  and  we  recently  went 
through  ah  experience  with  the  IMF  which  was,  perhaps,  unpleasant 
but  I  think  reflective  of  the  fact  that  Treasury,  or  certain  persons  with- 
in Treasury,  were  trying  to  put  forward  the  idea  that  international 
economics  or  monetary  policy  were  totally  devoid  of  moral,  political, 
social  complications  and  implications,  and  they  are  not.  And  I  think 
that  the  President  has  recognized  that  fact.  And,  with  people  such  as 
yourself  who  have  that  sensitivity,  I  think  we  would  find  much  less 
rigidity  on  the  part  of  the  Congress,  and  probably  a  much  healthier 
progress  toward  human  rights  around  the  world. 

So  I  commend  you  for  the  manner  in  which  you  have  approached 
this  legislation.  I  think,  in  this  particular  instance,  we  have  a  happy 
relationship  between  the  Congress  and  the  executive  agency. 

Mr.  Moore.  Thank  you,  Mr.  Cavanaugh. 

I  might  just  say  that  this  really  is  watched  around  the  world.  When 
I  was  in  Brazil,  every  time  a  newspaper  reporter  came  around,  they — 
and  I  am  sure  Mr.  Bergsten  had  the  same  experience  when  he  was 
there — the  question  they  wanted  to  ask  was:  What  about  human 
rights? 
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And  you  find  in  Brazil  tremendous  interest  in  the  business  com- 
munity in  seeing  the  furthering  of  the  cause  of  human  rights  in  Brazil, 
and  a  sympathy  with  it. 

So  that,  even  though  there  hasn't  been  a  negative  vote,  so  far  as  I 
know,  in  the  Eximbank  on  a  deal  with  Brazil,  there  is  great  attention 
to  the  issue.  And  I  think  that  that  is  important  to  realize. 

Mr.  Cavanaugh.  Thank  you. 

Chairman  Neal.  Would  you  say,  then,  that  the  Congress  has  been 
wise  in  attaching  human  rights  language  that  it  has  attached  ? 

Mr.  Moore.  Well,  that  is  a  more  difficult  question,  Mr.  Chairman, 
because  I  think  there  you  have  a  question  of  international  cooperation 
and  the  strong  feeling  of  people  in  the  world  that  you  should  not 
attach  political  conditions  to  the  international  financing  institutions. 
And  the  answer  has  to  be  somewhat  different,  I  think,  when  you  are 
talking  about  the  Export-Import  Bank  of  the  United  States,  which 
is  a  wholly  owned  Government  agency  of  the  United  States  itself.  And 
I  think  the  public  of  the  United  States  will  support  a  sensible  degree 
of  properly  administered  consideration  of  human  rights,  even  though 
it  might  intef ere  with  the  financing  of  some  exports  from  the  United 
States,  because  of  the  tremendous  interest  in  the  United  States  in 
human  rights. 

The  situation  with  regard  to  the  international  financial  institutions 
is  much  more  complicated  and  explains  why  Mr.  Bergsten  doesnt  have 
quite  as  easy  an  answer  as  I  do,  Eximbank  being  wholly  owned  by 
the  United  States. 

Chairman  Neal.  But  you  are  saying  you  think  that  the  language 
that  we  added  concerning  human  rights  to  the  Eximbank  is  reasonable 
language  and  helpful  ? 

Mr.  Moore.  Yes,  sir.  We  will  have  differences  from  time  to  time  on 
particular  cases  or  countries,  but  I  think  overall,  Congress  should  be 
satisfied  with  our  ability  to  produce  some  results  without  losing  an 
inordinate  amount  of  trade  for  the  United  States. 

Mr.  Weil.  I  would  like  to  speak  in  support  of  that,  and  I  would 
like  to  go  into  Mr.  Cavanaugh 's  point,  as  well,  that  while  there  are 
clearly  purists  in  the  business  community  in  this  country  who  argue 
complete  separation  on  this  issue  and  are  concerned  that  the  restric- 
tions on  the  Eximbank  will  impede  exports,  I  think  that  the  general 
sense  that  I  have  gotten  from  the  business  communities  that  I  deal 
with  is  that  at  least  to  date  this  has  not  been  a  serious  impediment. 

Chairman  Neal.  If  I  may  say  so,  I  think  we  are  going  to  have  to 
deal  with  this  question  again  this  time — and  I  am  sure  you  are  aware 
of  it.  There  are  also  bills  before  us  which  would  cut  off  aid  or  Exim- 
bank financing  entirely  to  South  Africa,  and  there  is  also  a  proposal 
that  would  extend  Eximbank  financing  to  the  People's  Kepublic  of 
China.  I  would  certainly  like  to  have  all  of  your  comments  for  the 
record  on  both  of  these  subjects,  if  we  could.  And  I  don't  think  we 
need  to  try  to  do  it  now.  I'm  not  trying  to  push  you  into  a  hastily 
considered  response,  but  I  think  it  would  be  very  helpful  to  have  your 
written  comments  on  both  of  these  subjects  for  the  record,  as  soon  as 
you  could  put  them  together. 

[In  response  to  the  request  of  Chairman  Neal,  the  following  in- 
formation was  received  from  the  witnesses  for  the  record :] 
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Reply  Received  From  Mr.  Moore 

Eximbank'g  current  policy  regarding  support  for  U.S.  export  sales  to  South 
Africa  is  already  extremely  restrictive.  In  1964  the  U.S.  Government  decided  that 
the  Bank  should  stop  making  loans  to  South  African  buyers,  as  part  of  an  effort  to 
demonstrate  American  concern  over  extension  of  the  apartheid  policy.  In  the 
Spring  of  1977,  Eximbank's  Board  of  Directors  adopted  a  policy  on  guarantees 
and  insurance  for  South  African  transactions  which  restricted  support  to  three- 
year  repayment  terms  (with  an  additional  six  months  for  shipment  of  goods). 
This  policy  was  adopted  after  considerable  study  of  the  factors  which  govern 
South  Africa's  creditworthiness,  including  not  only  the  basic  economic  factors 
which  normally  govern  the  level  of  risk  associated  with  lending  to  a  country, 
but  also  the  current  social  and  political  conditions.  The  present  terms  virtually 
preclude  support  of  U.S.  exporters  bidding  on  large  projects  and  have  meant  a 
marked  decrease  in  Eximbank's  South  Africa  exposure  over  the  last  year. 

In  the  months  since  the  current  Eximbank  policy  was  implemented,  the  Ad- 
ministration has  continued  to  review  overall  U.S.  policy  toward  South  Africa  at 
the  highest  levels.  After  consideration  of  many  facets  of  the  current  situation, 
the  President  decided  in  October  that  the  U.S.  would  take  several  actions,  in- 
cluding support  in  the  UN  of  a  mandatory  military  arms  embargo  on  South 
Africa,  but  would  assess  additional  measures  which  might  be  taken  at  a  later 
date  if  necessary  to  further  U.S.  objectives  in  the  Southern  Africa  region.  The 
Administration  is  reviewing  possible  changes  in  Eximbank's  policy,  including  the 
option  of  a  complete  cessation  of  our  support  for  sales  to  South  Africa.  Exim- 
bank, therefore,  believes  that  it  would  be  inadvisable  at  this  time  to  reduce  the 
Administration's  flexibility  to  pursue  its  overall  foreign  policy  objectives  in  that 
part  of  the  world. 

Reply  Received  From  Mr.  Weil 
south  africa 

Neither  U.S.  aid  nor  direct  Eximbank  loans  are  made  available  to  buyers  in 
the  Republic  of  South  Africa.  FCIA  credit  insurance  and  Eximbank  credit  guar- 
antees, which  are  part  of  the  normal  U.S.  trade  support  for  American  exporters, 
are  available  for  the  sale  of  U.S.  goods  and  services  to  buyers  in  South  Africa 
on  terms  that  are  more  restrictive  than  those  available  for  U.S.  trade  with  other 
countries.  These  restrictions,  which  limit  Eximbank  guarantees  and  insurance  to 
a  term  of  no  more  than  three  years,  plus  an  additional  six  months  for  shipping, 
were  established  in  the  wake  of  recent  events  which  call  into  question  the  future 
ability  and  likelihood  of  repayment  of  the  credits  guaranteed  or  insured. 

Although  the  restrictions  were  primarily  motivated  by  Eximbank's  economic 
assessment,  they  coincided  with  several  other  U.S.  Government  actions  to  show 
our  disapproval  of  the  apartheid  regime. 

We  believe  that  the  Executive  Branch  should  retain  some  flexibility  to  make 
changes  in  Eximbank's  support  for  U.S.  exports  to  South  Africa  to  permit  us  to 
exert  the  maximum  leverage  Eximbank  facilities  offer  to  persuade  the  South 
African  Government  to  move  in  the  direction  of  a  peaceful  and  progressive  trans- 
formation of  South  African  society  towards  one  of  full  political  participation  by 
all  groups.  For  Congress  to  prohibit  Eximbank  support  would  nullity  whatever 
leverage  the  availability  such  support  gives  us  in  our  discussions  with  the  South 
African  Government  to  improve  conditions  within  that  nation. 

PEOPLE'S  REPUBLIC  OF  CHINA 

The  Department  of  Commerce  welcomes  constructive  initiatives  to  promote 
normalization  of  political  and  commercial  relations  with  the  People's  Republic 
of  China  as  well  as  proposals  to  improve  relations  with  other  communist 
countries. 

Along  with  the  other  Departments  in  the  Executive  Branch  and  in  cooperation 
with  Members  of  Congress,  the  Department  of  Commerce  will  continue  to  ex- 
amine specific  measures  toward  reaching  that  goal  by  the  best  possible  means. 

After  examining  H.R.  8196,  a  Bill  that  would  remove  the  Presidential  deter- 
mination requirement  prior  to  extending  Eximbank  credit  support  for  U.S.  ex- 
ports, to  the  People's  Republic  of  China,  the  Department  of  Commerce  does  not 
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believe  that  the  legislation  is  necessary  at  this  time.  The  Department  of  Com- 
merce concurs  with  the  Department  of  State's  testimony  of  January  26,  1978, 
before  the  Subcommittee  and  believes  that  the  Chinese  most  likely  would  not 
utilize  Eximbank  facilities  until  normalization  of  relations  has  been  accom- 
plished, if  then. 

The  Department  of  Commerce  also  believes  that  the  Presidential  determination 
as  to  which  communist  countries  it  is  in  our  national  interest  to  trade  with 
is  a  useful  and  proper  tool  in  negotiating  with  these  nations.  For  that  reason,  the 
Department  believes  that  amending  Section  2(b)(2)  of  the  Export-Import  Bank 
Act  to  remove  this  requirement  is  unnecessary. 


Reply  Received  From  Mr.  Katz 


CONCERNING  CHINA 


This  response  is  in  compliance  with  your  request  of  March  13,  1978  to  Julius 
Katz  that  the  Department  of  State,  among  other  agencies,  forward  to  you  its 
comments  on  Mr.  AuCoin's  Bill,  H.R.  8196,  to  amend  the  Export-Import  Bank 
Act  of  1945  by  eliminating  the  Presidential  determination  requirement  in  con- 
nection with  trade  with  the  People's  Republic  of  China. 

As  this  Department  has  previously  testified  ( Statement  of  Mr.  William  A.  Root, 
Director  of  the  Office  of  East- West  Trade,  on  January  26,  1978,  before  your 
Subcommittee),  the  Department  of  State  appreciates  the  positive  spirit  with 
which  Mr.  AuCoin  submitted  this  Bill.  However,  the  Department  believes  that 
the  proposed  amendments  are  not  necessary  to  facilitate  U.S.  exports  to  the 
People's  Republic  of  China.  Section  1  would  amend  Section  2(b)(2)  of  the 
Export-Import  Bank  Act  to  eliminate  a  legislated  requirement  for  a  Presidential 
determination  of  national  interest,  as  a  precondition  for  the  Bank's  dealing  with 
the  People's  Republic  of  China.  We  believe,  however,  that  a  Presidential  deter- 
mination would  be  desirable  in  the  absence  of  a  legal  requirement,  and  that  our 
trade  with  the  People's  Republic  of  China  is  not  impaired  by  the  requirement. 

Section  2  of  Mr.  AuCoin's  Bill  would  delete  reference  to  the  People's  Republic 
of  China  from  Section  2(b)(6)  of  the  Export-Import  Bank  Act  of  1945  as 
amended  in  1977.  But  Section  2(b)(6)  has  been  superseded  by  Section  32  of 
the  Arms  Export  Control  Act.  Thus,  the  amendment  proposed  in  Section  2  of 
Mr.  AuCoin's  Bill  would  have  no  practical  effect. 

CONCERNING  SOUTH  AFRICA 

At  the  hearings  March  13,  1978,  of  the  International  Trade,  Investment  and 
Monetary  Policy  Subcommittee  you  asked  Assistant  Secretary  of  State  Julius  L. 
Katz  and  other  witnesses  to  comment  for  the  record  on  bills  which  would  cut  off 
Export-Import  Bank  financing  entirely  to  South  Africa. 

The  Department  of  State  understands  and  shares  the  concern  which  has  mo- 
tivated Representatives  Maguire,  Diggs,  and  steers  to  introduce  bills  or  resolu- 
tions which  would  have  the  effect  of  prohibiting  the  use  of  Export-Import  Bank 
facilities  to  support  new  trade  with  South  Africa.  We  are  also  concerned  about 
the  failure  of  the  South  African  Government  to  end  discrimination  and  to  move 
in  the  direction  of  fundamental  policy  changes,  including  permitting  full  political 
participation  of  all  South  Africans  in  the  affairs  of  their  country.  We  were 
particularly  shocked  by  the  death  in  detention  of  Steve  Biko,  a  key,  moderate, 
black  South  African  leader,  and  by  arrest  and  detention  of  numerous  moderate 
South  African  leaders  last  October. 

The  U.S.  Government  has  conveyed  its  concern  over  the  trend  of  develop- 
ments in  South  Africa  by  taking  careful,  measured  actions.  Last  November  we 
supported  the  UX  mandatory  arms  embargo  against  South  Africa,  withdrew 
our  Naval  Attache  from  Pretoria,  and  unilaterally  prohibited  the  export  of  all 
items  destined  for  sale  to  or  use  by  the  South  African  military  and  police.  In 
February  the  Department  of  Commerce  published  regulations  which  give  effect  to 
this  latter  decision. 

We  are  currently  reviewing  certain  elements  of  our  economic  and  commercial 
relationships  with  South  Africa.  Accordingly,  we  would  not  wish  to  take  any 
action  while  this  review  is  underway.  Legislative  authority  presently  exists  to 
impose  a  prohibition  on  the  extension  of  Export-Import  Bank  facilities  for  trade 
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with  South  Africa,  and  we  do  not  exclude  prohibition  as  a  policy  option.  How- 
ever, we  would  prefer  to  retain  flexibility  in  this  regard  rather  than  having  a 
specific  restriction  or  prohibition  set  into  law  as  the  result  of  Congressional 
action. 

The  Office  of  Management  and  Budget  advises  that  from  the  standpoint  of  the 
Administration's  program  there  is  no  objection  to  the  submission  of  this  response. 

Chairman  Neal.  Mr.  Stanton. 

Mr.  Stanton.  Well,  I  don't  know  if  I  am  a  purist,  Mr.  Weil,  but  I 
was  delighted  to  hear  the  commentary  there,  with  my  friend  Mr.  Cav- 
anaugh.  on  the  question  of  "flexibility."  as  he  puts  it,  that  is  so 
necessary. 

The  thing  that  does  bother  me,  though,  is  that  as  we  proceed  along 
this  line,  that  you  have  plenty  of  flexibility,  because  I  just  think — it 
comes  quickly  to  my  mind,  two  countries.  You  mentioned  Brazil.  Many 
of  the  members  of  this  subcommittee  and  more  of  our  full  committee 
recently  came  back  from  South  America  in  January.  Brazil's  economy 
and  their  entire  push,  their  emphasis,  this  year  and  next  is  on  exports. 
They  find  that  their  answer  to  their  oil  problems  is  really  in  pushing 
their  exports.  You  have  also,  in  the  question  of  Chile — and  many  of 
us  came  back  from  that  country  wondering  whether  or  not  to  a  degree 
there  had  not  been  an  overkill  on  human  rights  in  Chile. 

They  said  264  political  prisoners  were  there  now,  and  at  one  time 
there  were  thousands.  They  were  the  only  country  that  ever  threw  out 
a  Marxist  regime.  They  are  in  the  process  of  turning  back  to  private 
enterprise  the  corporations  and  companies  that  the  Government  had 
expropriated. 

I  would  ask  the  question,  for  example,  let  us  take  Chile,  this  ques- 
tion of  turning  down  a  loan  which  would  benefit  American  workers, 
in  a  country  like  Chile.  Is  a  country  excluded,  or  are  the  loans  consid- 
ered on  a  case-by-case  basis  ? 

Mr.  Moore.  They  would  be  considered  on  a  case-by-case  basis. 

The  question  in  Chile  arose  in  a  slightly  different  context.  Because 
of  economic  problems  in  Chile,  arising  in  part  out  of  the  change  in 
governments,  the  bank  had  pursued  a  very  restrictive  policy,  a  quite 
restrictive  policy,  in  not  approving  any  transaction  over  $750,000.  We 
were  asked  in  one  case  to  consider  whether  we  would  vary  from  that 
in  a  particular  project  which  would  have  involved  drilling  equipment 
for  drilling  in  the  Straits  of  Magellan  for  about  $5  million.  And  in 
that  context,  we  decided  not  to  encourage  the  applicant,  because  we 
did  not  think  it  was  the  appropriate  time  to  open  up  the  earlier  re- 
strictive policy. 

But  transactions  do  go  forward  in  Chile  within  the  range  of  $750,- 
000  at  a  time,  and  I  hope  the  Congressmen  who  made  that  trip  will 
have  communicated  your  findings  and  thoughts  to  the  State  Depart- 
ment so  that  they  will  have  the  benefit  of  them.  If  you  haven't  done 
so,  I  hope  you  wiil. 

Mr.  Stanton.  We  are  going  to  do  better  than  that.  We  are  going 
to  meet  with  the  President  Thursday  morning,  and  I  hope  that  would 
be  fruitful. 

I  have  one  other  question,  just  for  the  record,  and  Mr.  Bergsten  did 
not  have  a  chance  to  answer  Mr.  Cavanaugh.  I  think  it  would  be 
clearer  to  understand  that  when  the  subject  of  human  rights  at  the 
IMF  came  forward,  the  Treasury  Department,  to  my  knowledge,  has 


Digitized  by  VjOOQIC 


134 

always  been  opposed  to  any  political  language  in  regards  to  the  IMF. 
But  they  did  work  to  try  to  get  a  bill  passed,  but  even  in  their  final 
days  of  testimony  I  never  saw  where  the  Treasury  Department  in 
any  form  ever  changed  their  basic  position.  And  they  were  opposed 
to  any  language  in  that  particular  element. 

Just  one  question  that  came  out  of  the  hearings  and  which  I  never 
thought  about,  and  maybe  there  isn't  any — but  it's  my  understanding 
that  the  Commodity  Credit  Corporation  of  Agriculture  mostly  was 
involved  with  the  export  of  agricultural  products.  Is  there  any  prob- 
lem at  all  with  Eximbank  in  regards  to  Commodity  Credit  Corpora- 
tion ?  Is  there  the  feeling  or  is  the  association  good  ?  Do  you  have  any 
interrelated  problems  at  all  ? 

Mr.  Moore.  Well,  we  do  cooperate  and  meet  on  a  regular  basis  to 
discuss  programs,  and  they  have  under  consideration  new  insurance 
schemes  and  came  over  to  take  advantage  of  our  experience  in  insur- 
ance schemes,  and  I  feel  that  we  are  well  coordinated.  I  don't  see  any 
problem ;  no,  sir. 

Mr.  Stanton.  Thank  you. 

Chairman  Neal.  Mr.  Barnard. 

Mr.  Barnard.  I  will  yield  to  Mrs.  Fenwick,  if  she  has  a  question 
at  this  time. 

Mi*s.  Fenwick.  Yes ;  I  have. 

Thank  you,  Mr.  Chairman. 

I  thank,  most  particularly,  my  colleague  from  Georgia. 

I  wonder  if  you  could  clarify  a  little  bit  for  us  this  matter  of  human 
rights,  because  it  is  very  important,  and  it  seems  to  me  that  anything 
that  we  do  with  a  U.S.  Government  agency,  whether  directly  a  Gov- 
ernment agency  or  supported  by  the  full  faith  and  credit  of  the  Na- 
tion, or  in  any  case  completely  under  our  control,  must  reflect  what 
the  people  of  this  country  want,  which  is  a  clear  policy  on  human 
rights.  And  I  don't  think  there  ought  to  be  any  equivocation. 

However,  I  am  concerned  that  Congress  has  not  grasped  the  differ- 
ence between  a  cooperative  venture  in  which  we  may  be  engaged  with 
other  countries  having  a  vote  but  not  controlling  the  mechanism  or 
the  agency.  Can  we  there  insist  on  political  questions  or  restraints? 
I  wonder  whether  Congress  has  been  wise  in  some  of  its  actions,  par- 
ticularly as  regards,  for  example,  the  International  Monetary  Fund. 

It  seems  to  me  that  this  is  a  purely  financial  agency  designed  to 
stabilize  currencies  in  which  we  take"  part  with  a  number  of  other 
contributing  countries.  It  is  extremely  dangerous  to  make  it  possible 
for  them  to  bring:  their  own  political  considerations  into  this  cooper- 
ative venture.  We  may  find  ourselves  struggling  with  all  kinds  of 
political  proposals  that  we  don't  like  at  all,  restraints  that  they  want 
to  impose  for  their  own  reasons  on  countries  that  we  would  like  to 
encourage. 

I  would  like  to  see  us  adopt  what  I  call  the  Fraser  approach. 
^Representative  Fraser  has  an  excellent  yardstick  for  activity  in  the 
field  of  human  risrhts.  He  holds  that  where  we  can  we  should  watch  the 
trend — and  it  is  the  trend  that  is  important.  A  country  is  going  either 
toward  more  freedom  and  justice  or  to  more  repressive  measures,  more 
political  imprisonment,  more  torture.  We  cannot  encourage  that 

Our  actions  in  the  Asian  Development  Bank  or  the  Tnter- American 
Development  Bank,  any  AID  program  should  be  influenced  by  con- 
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sideration  of  the  trend.  Is  the  country  doing  better?  In  which  case 
we  could  take  cognizance  of  the  fact  that  it  is  and  maybe  give  some 
loans  that  we  would  not  otherwise  have  given.  I  think  tiiat  Kepresent- 
ative  Fraser,  who  is  on  the  International  Affairs  Committee  and  has 
studied  this  very  carefully  and  cares  very  deeply  about  human  rights, 
has  proposed  a  very  interesting  and  valid  way  for  us  to  approach  this 
in  our  work  with  other  countries.  We  should  follow  it  unless  we  are 
dealing  with  something  like  the  International  Monetary  Fund,  which, 
in  my  opinion,  is  really  a  currency-stabilizing  measure  and  cannot 
be  accurately  related  to  human  rights  or  even  to  that  general  policy, 
the  Fraser  policy. 

Would  you  like  to  comment  ? 

Mr.  Moore.  Yes.  On  the  question  of  trend,  I  quite  agree.  And  I 
think  from  my  observation  of  the  process  of  the  interagency  group, 
it  is  exactly  the  trend  that  is  analyzed,  and  where  there  is  intransigence 
or  a  worsening  in  the  human  rights  situation  is  where  there  is  con- 
sideration of  interfering  with  economic  trade. 

As  to  the  IMF  and  the  other  IFI's,  let  me  turn  to  my  brother,  Secre- 
tary Bergsten. 

Mr.  Bergsten.  Mrs.  Fen  wick,  you  have  touched  on  one  of  the  very 
critical  distinctions  between  bilateral  programs,  where  the  United 
States  has  full  control,  and  multilateral  programs  where  we  have  a 
voice  and  a  vote,  but  not  total  control  and  where  we  operate  consistent 
with  multilaterally  negotiated  charters. 

There  is  a  second  crucial  distinction  that  gets  to  the  difference  be- 
tween the  IMF  and  the  development  banks.  As  you  said,  the  IMF  is 
a  monetary-stabilization  program,  not  a  foreign  aid  program.  The 
United  States  has  itself  frequently  drawn  from  the  institution.  It  is 
for  the  economic  interest  of  all  countries,  including,  very  critically, 
our  own,  in  the  stability  of  the  international  economy. 

On  the  other  hand,  the  international  institutions  which  dispense 
concessional  aid  or,  at  least 

Mrs.  Fenwick.  Soft  loans? 

Mr.  Bergsten.  Right.  Or  even  hard  loans  with  longer  maturities, 
as  in  the  case  of  the  World  Bank  itself.  There,  we  do  feel  it  is  appro- 
priate and  desirable  for  the  United  States  to  inject  the  human  rights 
concern,  as  long  as  we  do  it  in  a  way  that,  as  the  President  has  said, 
does  not  undermine  the  integrity  of  those  institutions.  That  is  what  we 
have  been  trying  to  do  in  developing  our  policy  toward  these  institu- 
tions over  the  last  year. 

Mrs.  Fenwick.  Thank  you. 

Mr.  Barnard.  I  will  retrieve  my  time  now,  Mr.  Chairman. 

Mr.  Moore,  I  have  one  question  that  concerns  me.  And  that  is  the 
requirement  of  the  Export-Import  Bank  that  we  get  the  full  faith 
and  credit  of  the  country  behind  each  loan. 

Does  that  handicap  some  of  our  operations? 

Mr.  Moore.  I  don't  believe  so,  Mr.  Barnard.  It  is  pretty  much  the 
approach  of  all  of  the  officially  supported  credit  agencies  where  you 
are  dealing  with  a  developing  country. 

Now,  when  you  are  dealing  with  a  "broader  economy  which  has  many 
private  businesses,  as  in  Brazil,  for  example,  we  often  deal  with 
private  concerns  without  guarantees  by  official  agencies  of  govern- 
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ment.  Sometimes  we  will  require  a  guarantee,  but  it  will  be  by  a 
private  bank,  or  a  private  investment  bank. 

I  suppose,  if  you  are  talking  about  our  turning  down  a  particular 
credit  because  we  could  not  obtain  the  full  faith  and  credit  guarantee, 
it  would  interfere.  But  in  most  of  the  situations  of  which  I  am  aware, 
the  full  faith  and  credit  is  available  not  only  to  us,  but  to  all  other 
official  export  credit  agencies. 

We  do  have  an  issue,  right  now,  with  Yugoslavia,  where  they  are 
trying  to  reduce  our  reliance  on  a  guarantee  of  the  Central  Bank  of 
Yugoslavia.  I  think  we  will  work  it  out.  We  haven't,  yet.  If  we  fail 
to  do  so,  it  could,  for  a  period  of  time,  have  an  adverse  effect  upon 
exports  from  this  country. 

My  own  belief  is  that  we  will  work  it  out  and  be  able  to  understand 
their  new  decentralized  system  of  banking;  but  it  takes  a  little  time, 
and  they  are  still  changing  their  system  and  not  giving  us  quite  as 
much  information  as  we  need  to  understand  it. 

I  think,  overall,  we  do  not  lose  export  business  for  that  reason. 

Mr.  Barnard.  What  I  am  thinking  about,  in  particular,  is  in  the 
event  an  American  company  wanted  to  build  a  plant  in  West  Germany 
to  reach  that  country's  market,  of  course  the  German  Government 
would  not  be  expected  to  stand  behind  it.  We  would  not  be  able  to  make 
a  loan  of  that  kind,  would  we  ? 

Mr.  Moore.  Generally  speaking,  we  would  not  be  dealing,  and  have 
not  dealt,  if  Germany  because  the  German  company,  without  our  in- 
tervention, could  buy  the  U.S.  goods,  and  borrow  much  cheaper  in 
their  domestic  financial  market  for  a  good  long  period  of  time. 

Those  banks  will  lend  at  fixed  rates  of  interest  for  18  and  20  years, 
and  really  it  would  be  kind  of  silly  for  a  German  company  to  look  to 
us,  or  any  other  export  credit  agency,  for  support.  And,  by  and  large, 
in  Western  Europe  the  same  thing  is  true.  In  the  Western  European 
market,  of  course,  there  has  been  long  exposure.  And  to  the  extent  we 
do  business  with  private  companies,  we  are  familiar  with  them  and 
do  it  without  requiring  the  full  faith  and  credit  of  the  governments. 

The  comment  largely  addresses  the  developing  countries. 

Mr.  Barnard.  I  would  certainly  think  we  need  that.  Thank  you  very 
much. 

Chairman  Neal.  I  thank  the  gentleman. 

Mrs.  Fen  wick? 

Mrs.  Fenwick.  I  have  nothing  further. 

Chairman  Neal.  There  are  growing  export  markets  in  Eastern 
countries — the  U.S.S.R.,  China,  and  so  on — in  particular,  for  capital 
goods  And  I  wonder  what  the  administration's  view  regarding  all  of 
this  is,  and  the  future  for  expanded  East-West  trade. 

What  role  would  Eximbank  play  in  such  expanded  trade?  Or,  what 
would  your  feeling  be  ?  Should  we  remove  restrictions  from  tie  Bank 
that  restrict  this  kind  of  trade  ? 

Would  the  administration  favor  removing  these  restrictions? 

Mr.  Moore.  Mr.  Katz  probably  should  address  that,  Mr.  Chairman. 

Mr.  Katz.  Well,  Mr.  Chairman,  we  have  no  proposals  to  make  at 
this  time  with  regard  to  amendments.  The  policy  is  under  continuing 
review,  of  course,  but  we  have  no  proposals  to  make  at  this  time. 

Mr.  Neal.  Well,  I  would  like  to  thank  you  all  for  coming  and  for 
statutory  authorization  of  $40  billion  did  not  contemplate  any  credits 
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in  any  markets  other  than  those  we  now  serve.  I  would  just  make  that 
simple  point. 

Mr.  Neal.  Well,  I  would  like  to  thank  you  all  for  coming,  and  for 
your  excellent  testimony. 

Mr.  Moore.  Thank  you  for  excellent  questions,  Mr  Chairman,  and 
all  the  members  of  the  subcommittee. 

Mr.  Neal:  The  subcommittee  will  now  adjourn  until  Wednesday  at 
10  am.,  where  we  will  hear  witnesses  from  the  private  sector  on  the 
effect  on  the  U.S.  economy  and  balance  of  trade  situation  of  Eximbank 
activities. 

The  subcommittee  is  now  adjourned. 

[Whereupon,  at  12  noon  the  hearing  was  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  March  15, 1978.] 

[Congressman  Les  AuCoin  submitted  letters  to  the  witnesses  con- 
taining questions  regarding  legislation  supporting  a  5-year  reauthori- 
zation of  the  U.S.  Export-Import  Bank  Act  to  oe  answered  for  the 
record.  The  replies  from  the  witnesses  follow :] 
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March  16,  1978 


John  Moore,  President 
Export- Import  Bank 
811  Vermont  Avenue  N.W. 
Washington,  D.C.   20571 

Dear  John: 

A  prior  commitment  in  my  district  in  Oregon  prevented  me  from 
attending  the  hearing  March  13,  1978,  at  which  you  appeared  to 
testify  in  support  of  a  five-year  reauthorization  of  the  U.S. 
Export-Import  Bank. 

I  am  in  agreement  with  your  basic  position  regarding  reauthori- 
zing of  the  Eximbank,  so  I  had  no  questions  to  ask. 

However,  as  I'm  sure  you  are  aware,  I  have  introduced  legisla- 
tion, HR  8196,  to  amend  the  U.S.  Export- Import  Bank  Act  to 
allow  the  extension  of  credits  for  U.S.  exports  to  the  People's 
Republic  of  China. 

This  legislation  is  needed,  in  my  opinion,  to  give  U.S.  exporters 
greater  ability  to  compete  for  business  in  expanding  Chinese 
markets.   If  we  do  not  establish  a  beachhead  now  in  these  mar- 
kets, our  future  ability  to  compete  there  may  be  seriously 
impaired. 

Just  as  important,  this  legislation  holds  the  potential  to  give 
a  signal  to  the  Chinese  that  the  United  States  is  maintaining 
momentum  toward  normalization,  even  if  it  is  in  the  form  of  small, 
symbolic  steps. 

With  this  background,  I  would  appreciate  your  answer  for  the 
record  of  whether  you  agree  that  this  legislation  holds  the 
potential  I  perceive  it  does,  even  if  the  Chinese  never  make 
use  of  Eximbank  credits. 
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Additionally,  Z  welcome  your  comments  about  what  other  overt 
actions  have  been  proposed  by  our  government  to  demonstrate 
our  good  faith  to  the  Chinese. 

And,  finally,  Z  would  like  to  know  if  you  agree  with  me  that 
HR  8196  would  work  no  hardship  whatsoever  on  the  Republic  of 
China  or  the  Taiwanese  people,  but  rather  would  serve  to  expand 
our  own  foreign  trade  in  the  Pacific  Rim. 

Your  answers  will  be  most  helpful  for  the  record,  because  Z  intend 
to  offer  BR  8196  in  the  form  of  an  amendment  to  the  Eximbank  re- 
authorization legislation  in  the  House  Banking  International 
Trade,  Investment  and  Monetary  Policy  Subcommittee. 

In  addition  to  the  obvious  impact  passage  of  HR  8196  would  have 
on  Sino-U.S.  commercial  relations,  Z  believe  this  legislation 
also  represents  a  rallying  point  for  reaffirming  our  nation's 
basic  free  trade  philosophy.  Not  only  is  it  good  for  stimulating 
our  economy,  but  it  also  provides  for  increased  contact  between 
nations  and  thus  helps  foster  greater  understanding  and  mutual 
interests.  Perhaps  in  the  course  of  your  response  you  can 
comment  on  this  point  as  well. 

The  hearing  record  on  the  reauthorization  bill  closes  March  24 
so  your  reply  is  needed  by  then. 

With  warm  regards. 

Sincerely, 


LBS  AuCOIN 
Member  of  Congress 


15-303  O  -  78  - 10 
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EXPORT-IMPORT  BANK  OF  THE  UNITED  STATES 

WASHINGTON.  O.C.    X0871 


March  24,  1978 . 


The  Honorable 

Lea  AuCoin 

U.  S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Les: 

Thank  you  for  your  letter  of  March  16,  1978,  requesting 
our  comments  on  H.R.  8196,  the  legislation  which  you  introduced 
to  amend  the  Export-Import  Bank  Act  to  remove  restrictions  in  that 
Act  relating  to  Eximbank  support  of  U.  S.  export  sales  to  the 
People's  Republic  of  China. 

I  understand  that  the  Department  of  State  is  responding  to 
a  similar  inquiry  and  will  provide  to  you  and  to  the  House  Banking 
Subcommittee  the  position  of  the  Administration  on  this  legislation 
from  the  standpoint  of  the  foreign  policy  objectives  of  the 
President.  Eximbank  believes  that  the  State  Department  can  more 
properly  comment  on  the  policy  objectives  and  recent  initiatives 
undertaken  in  this  connection  between  the  United  States  and  the 
PRC  with  respect  to  relations  between  the  two  countries. 

I  understand  and  appreciate  your  strong  interests  in 
increasing  U.  S.  trade  with  the  Pacific  Rim,  and  I  particularly 
appreciate  your  support  of  the  efforts  of  Eximbank  to  assist 
American  exporters  in  increasing  their  sales  in  this  area  as  well 
as  worldwide. 

Sincerely, 

John  L.  Moore,  Jr. 
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March  16,  1978 


Julius  Katz 

Assistant  Secretary  of  State 

for  Economic  and  Business  Affairs 
Department  of  State 
2201  C  Street 
Washington,  D.C.   20520 

Dear  Mr.  Katzs 

A  prior  commitment  in  my  district  in  Oregon  prevented  me  from 
attending  the  hearing  March  13,  1978,  at  which  you  appeared  to 
testify  in  support  of  a  five-year  reauthorization  of  the  U.S. 
Export-Import  Bank. 

I  am  in  agreement  with  your  basic  position  regarding  reauthori- 
zing of  the  Eximbank,  so  I  had  no  questions  to  ask. 

However,  as  I'm  sure  you  are  aware,  I  have  introduced  legisla- 
tion, HR  8196,  to  amend  the  U.S.  Export- Import  Bank  Act  to 
allow  the  extension  of  credits  for  U.S.  exports  to  the  People's 
Republic  of  China. 

This  legislation  is  needed,  in  my  opinion,  to  give  U.S.  exporters 
greater  ability  to  compete  for  business  in  expanding  Chinese 
markets.  If  we  do  not  establish  a  beachhead  now  in  these  mar- 
kets, our  future  ability  to  compete  there  may  be  seriously 
impaired. 

Just  as  important,  this  legislation  holds  the  potential  to  give 
a  signal  to  the  Chinese  that  the  United  States  is  maintaining 
momentum  toward  normalization,  even  if  it  is  in  the  form  of  small, 
symbolic  steps. 

With  this  background,  I  would  appreciate  your  answer  for  the 
record  of  whether  you  agree  that  this  legislation  holds  the 
potential  I  perceive  it  does,  even  if  the  Chinese  never  make 
use  of  Eximbank  credits. 
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Additionally,  I  welcome  your  comments  about  what  other  overt 
actions  have  been  proposed  by  our  government  to  demonstrate 
our  good  faith  to  the  Chinese* 

And,  finally,  I  would  like  to  know  if  you  agree  with  me  that 
Hit  8196  would  work  no  hardship  whatsoever  on  the  Republic  of 
China  or  the  Taiwanese  people,  but  rather  would  serve  to  expand 
our  own  foreign  trade  in  the  Pacific  Rim. 

Your  answers  will  be  roost  helpful  for  the  record,  because  Z  intend 
to  offer  HR  8196  in  the  form  of  an  amendment  to  the  Eximbank  re- 
authorization legislation  in  the  House  Banking  International 
Trade,  Investment  and  Monetary  Policy  Subcommittee* 

In  addition  to  the  obvious  impact  passage  of  HR  8196  would  have 
on  Sino-U.S.  commercial  relations,  I  believe  this  legislation 
also  represents  a  rallying  point  for  reaffirming  our  nation's 
basic  free  trade  philosophy.  Hot  only  is  it  good  for  stimulating 
our  economy,  but  it  also  provides  for  increased  contact  between 
nations  and  thus  helps  foster  greater  understanding  and  mutual 
interests*  Perhaps  in  the  course  of  your  response  you  can 
comment  on  this  point  as  well* 

The  hearing  record  on  the  reauthorization  bill  closes  March  24  . 
so  your  reply  is  needed  by  then* 

With  warm  regards. 

Sincerely, 


LES  AuCOIN 

Member  of  Congress 
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DEPARTMENT  OF  STATE 

Washington,  DC.     20520 


MAR  27  1978 


Dear  Mr.  AuCoin: 

I  am  replying  to  your  letter  of  March  16,  1978  to 
Julius  Katz  regarding  your  Bill,  H.R.  8196,  to  amend  the 
Export- Import  Bank  Act.   We  understand  similar  letters 
were  sent  to  Treasury,  Commerce,  and  the  Export- Import 
Bank. 

As  we  have  previously  testified  and  later  written 
to  Chairman  Neal,  we  appreciate  the  helpful  spirit  with 
which  you  submitted  your  Bill.   We  share  your  point  of 
view  that  it  is  in  our  mutual  interest  to  expand  our 
trade  with  the  People's  Republic  of  China,  and  in  fact 
we  are  committed  to  development  of  trade  by  the  terms 
of  the  Shanghai  Communique. 

The  Administration  is  also  committed  to  the  full 
normalization  of  relations  with  the  People's  Republic 
of  China,  and  Secretary  Vance  discussed  this,  along 
with  other  subjects,  including  trade,  in  his  exploratory 
visit  to  Peking  last  August.   We  anticipate  continued 
contacts  with  the  Chinese  to  this  end. 

While  expansion  of  trade  with  the  PRC  is  an  interest 
we  all  share,  and  H.R.  8196  does  indeed  symbolize  Congres- 
sional interest  in  such  expansion,  we  do  not  share  your 
belief  that  the  Bill  would  have  a  positive  effect  on  our 
trade. 

Section  1  of  H.R.  8196  would  eliminate  the  national 
interest  determination  required  of  the  President  by 
Section  2(b) (2)  of  the  Export- Import  Bank  Act  before 


The  Honorable 

Les  AuCoin, 

House  of  Representatives. 
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the  Bank  can  provide  credits,  guarantees  or  insurance 
to  the  People's  Republic  of  China,  We  believe,  however, 
that  a  Presidential  determination  would  be  desirable 
in  the  absence  of  a  legislated  requirement,  and  that 
the  requirment  has  not  impaired  our  trade  with  the 
People's  Republic  of  China.   Section  2  of  your  Bill  would 
remove  reference  to  the  People's  Republic  of  China  from 
Section  2(b)(6)  of  the  EXIM  Bank  Act  as  amended  in  1977. 
This  amendment  would  have  no  practical  effect  since 
Section  2(b)(6)  has  been  superseded  by  Section  32  of 
the  Arms  Export  Control  Act  (22  USC  2772) . 

We  agree  that  your  Bill  would  work  no  hardship  on 
the  Republic  of  China  nor  on  its  people  but,  as  we  have 
indicated,  we  do  not  believe  it  would  expand  our  exports 
in  the  Pacific  Rim. 

I  regret  that  the  administration  cannot  be  more 
positive  about  a  Bill  which  was  drawn  up  to  help  further 
the  development  of  US-PRC  trade.  We  support  that  objective. 

The  Office  of  Management  and  Budget  advises  that  from 
the  standpoint  of  the  Administration's  program  there  is 
no  objection  to  the  submission  of  this  report. 


ttglas  J.  Bennet,  Jr. 
Assistant  Secretary 
for  Congressional  Relations 
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March  16,  1978. 


Fred  Bergsten 

Assistant  Secretary  of  Treasury 

for  International  Affairs 
Department  of  the  Treasury 
15th  Street  &  Penn.  Avenue 
Washington,  D.C.   20220 

Dear  Mr.  Bergsten x 

A  prior  commitment  In  my  district  In  Oregon  prevented  me  from 
attending  the  hearing  March  13,  1978,  at  which  you  appeared  to 
testify  In  support  of  a  five-year  reauthorization  of  the  U.S. 
Export- Import  Bank* 

I  am  In  agreement  with  your  basic  position  regarding  reauthori- 
zing of  the  Exlmbank,  so  I  had  no  questions  to  ask* 

However,  as  I'm  sure  you  are  aware,  I  have  Introduced  legisla- 
tion, HR  8196,  to  amend  the  U.S.  Export- Import  Bank  Act  to 
allow  the  extension  of  credits  for  U.S.  exports  to  the  People's 
Republic  of  China. 

This  legislation  Is  needed.  In  my  opinion,  to  give  U.S.  exporters 
greater  ability  to  compete  for  business  In  expanding  Chinese 
markets.   If  we  do  not  establish  a  beachhead  now  In  these  mar- 
kets, our  future  ability  to  compete  there  may  be  seriously 

Impaired. 

Just  as  Important,  this  legislation  holds  the  potential  to  give 
a  signal  to  the  Chinese  that  the  United  States  Is  maintaining 
momentum  toward  normalization,  even  If  It  Is  In  the  form  of  small, 
symbolic  steps. 

With  this  background,  I  would  appreciate  your  answer  for  the 
record  of  whether  you  agree  that  this  legislation  holds  the 
potential  I  perceive  It  does,  even  If  the  Chinese  never  make 
use  of  Exlmbank  credits. 


Digitized  by  VjOOQ IC 


146 


Additionally,  I  welcome  your  comments  about  what  other  overt 
actions  have  been  proposed  by  our  government  to  demonstrate 
our  good  faith  to  the  Chinese. 

And,  finally,  Z  would  like  to  know  if  you  agree  with  me  that 
HR  8196  would  work  no  hardship  whatsoever  on  the  Republic  of 
China  or  the  Taiwanese  people,  but  rather  would  serve  to  expand 
our  own  foreign  trade  in  the  Pacific  Rim* 

Your  answers  will  be  most  helpful  for  the  record,  because  X  intend 
to  offer  HR  8196  in  the  form  of  an  amendment  to  the  Eximbank  re- 
authorization legislation  in  the  Rouse  Banking  International 
Trade,  Investment  and  Monetary  Policy  Subcommittee* 

In  addition  to  the  obvious  impact  passage  of  BR  8196  would  have 
on  Sino-U.S.  commercial  relations,  I  believe  this  legislation 
also  represents  a  rallying  point  for  reaffirming  our  nation's 
basic  free  trade  philosophy.  Not  only  is  it  good  for  stimulating 
our  economy,  but  it  also  provides  for  increased  contact  between 
nations  and  thus  helps  foster  greater  understanding  and  mutual 
interests.  Perhaps  in  the  course  of  your  response  you  can 
comment  on  this  point  as  well. 

The  hearing  record  on  the  reauthorization  bill  closes  March  24 
so  your  reply  is  needed  by  then. 

With  warm  regards. 

Sincerely, 


LES  AuCOIN 
Member  of  Congress 
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DEPARTMENT  OF  THE  TREASURY 

WASHINGTON.  D.C.    20220 


Assistant  Secretary  MAR  2  7  1978 


Dear  Mr.  AuCoin: 

Thank  you  for  your  letter  of  March  16,  1978,  concerning 
legislation,  H.R.  8196,  to  amend  the  Export- Import  Bank  Act. 
You  requested  comments  on  the  bill. 

Section  1  of  the  bill  would  amend  section  2(b)(2)  of  the 
Export- Import  Bank  Act  to  eliminate  the  requirement  for  a 
Presidential  determination  that  guarantees,  insurance,  or 
extension  of  credit  by  the  Export-Import  Bank  in  connection 
with  trade  with  the  People's  Republic  of  China  would  be  in 
the  national  interest  of  the  United  States.  Section  2  of  the 
bill  would  amend  section  2(b)(6)  of  the  Act  as  amended  in  1977, 
which  relates  to  the  extension  of  credit  to  certain  less 
developed  countries.  This  section  of  the  Act  provides  for 
Presidential  determinations  that  such  transactions  are  in  the 
national  interest,  and  provides  that  in  making  such  a  deter- 
mination the  President  shall  take  into  account  the  national 
interest  in  avoiding  arms  races  among  countries  not  directly 
menaced  by  the  Soviet  Union  or  by  Communist  China.  The  bill 
would  amend  this  section  by  striking  out  the  reference  to 
Communist  China. 

We  appreciate  the  constructive  spirit  which  motivated 
the  proposed  legislation.  We  believe,  as  I  knew  that  you 
do  also,  that  it  is  of  great  importance  to  our  economy  that 
the  United  States  develop  its  export  markets.   Like  you,  we 
welcome  the  expansion  of  U.S.  trade  with  the  People's 
Republic  of  China.   However,  after  careful  consideration, 
we  have  reservations  as  to  whether  the  proposed  legislation 
would  accomplish  that  purpose. 

We  believe  that  the  requirement  for  a  Presidential 
determination  in  section  2(b)(2)  of  the  Act  would  not 
significantly  hinder  U.S.  trade  if  the  need  for  such  a 
determination  arose.  At  present,  of  course,  the  need  does 
not  arise,  since  other  legislation  prevents  the  Export- 
Import  Bank  from  extending  credits  or  credit  guarantees 
for  the  People's  Republic  of  China. 
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With  respect  to  the  proposed  amendment  to  section  2(b)(6) 
of  the  Act,  this  section  has  been  superseded  by  section  32 
of  the  Arms  Export  Control  Act  (22  USC  2772).  Accordingly, 
the  proposed  amendment  would  have  purely  symbolic  significance. 

Based  on  these  considerations,  we  doubt  the  effective- 
ness of  H.R.  8196  in  assisting  American  exporters  to  compete 
for  business  in  the  PRC  market.  We  would  not  disagree  with 
the  view  that  H.R.  8196  represents  a  small  symbolic  step 
toward  normalization,  but  we  would  defer  to  the  Department 
of  State  for  comment  on  its  political  significance,  as  also 
in  regard  to  overt  actions  which  have  been  proposed  by  the 
U.S.  Government  to  demonstrate  our  good  faith  to  the  Chinese. 

The  United  States  Government  by  its  words  and  actions 
has  made  it  clear  that  friendly  relations  with  the  People's 
Republic  of  China  are  a  central  part  of  U.S.  foreign  policy. 
We  will  continue  to  be  guided  by  the  principles  set  forth 
in  the  Shanghai  Communique,  including  the  commitment  to 
facilitate  the  progressive  development  of  trade. 

We  agree  that  H.R.  8196  would  work  no  hardship  on 
the  Republic  of  China  or  its  people.  With  respect  to  your 
question  as  to  whether  H.R.  8196  would  serve  to  expand 
our  foreign  trade  in  the  Pacific  Rim,  we  have  reservations, 
as  previously  indicated,  as  to  its  effectiveness.  For 
similar  reasons,  we  question  its  efficacy  in  stimulating 
our  economy,  although  we  share  your  concern  for  the 
economic  well-being  of  the  nation. 

The  Office  of  Management  and  Budget  advises  that  from 
the  standpoint  of  the  Administration's  program  there  is  no 
objection  to  the  submission  of  this  report. 

I  hope  that  this  information  will  be  helpful.   If 
you  believe  that  we  can  be  of  further  assistance,'  please 
let  me  know. 


The  Honorable 

Les  AuCoin 

House  of  Representatives 

Washington,  D.C.   20515 
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March  16,  1978 


Frank  Weil 

Assistant  Secretary  for  Domestic 

and  International  Business 
Department  of  Commerce 
Washington,  D.C.   20230 

Dear  Frank: 

A  prior  commitment  in  my  district  in  Oregon  prevented  me  from 
attending  the  hearing  March  13,  1978,  at  which  you  appeared  to 
testify  in  support  of  a  five-year  reauthorization  of  the  U.S. 
Export-Import  Bank. 

I  an  in  agreement  with  your  basic  position  regarding  reauthori- 
zing of  the  Bximbank,  so  I  had  no  questions  to  ask. 

However,  as  I'm  sure  you  are  aware,  I  have  introduced  legisla- 
tion, HR  8196,  to  amend  the  U.S.  Export- Import  Bank  Act  to 
allow  the  extension  of  credits  for  U.S.  exports  to  the  People's 
Republic  of  China. 

This  legislation  is  needed,  in  my  opinion,  to  give  U.S.  exporters 
greater  ability  to  compete  for  business  in  expanding  Chinese 
markets.   If  we  do  not  establish  a  beachhead  now  in  these  mar- 
kets, our  future  ability  to  compete  there  may  be  seriously 
impaired • 

Just  as  important,  this  legislation  holds  the  potential  to  give 
a  signal  to  the  Chinese  that  the  United  States  is  maintaining 
momentum  toward  normalization,  even  if  it  is  in  the  form  of  small, 
symbolic  steps. 

With  this  background,  I  would  appreciate  your  answer  for  the 
record  of  whether  you  agree  that  this  legislation  holds  the 
potential  I  perceive  it  does,  even  if  the  Chinese  never  make 
use  of  Eximbank  credits. 
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Additionally,  Z  welcome  your  comments  about  what  other  overt 
actions  have  been  proposed  by  our  government  to  demonstrate 
our  good  faith  to  the  Chinese* 

And,  finally,  I  would  like  to  know  if  you  agree  with  me  that 
BR  8196  would  work  no  hardship  whatsoever  on  the  Republic  of 
China  or  the  Taiwanese  people,  but  rather  would  serve  to  expand 
our  own  foreign  trade  in  the  Pacific  Rim. 

Your  answers  will  be  most  helpful  for  the  record,  because  Z  intend 
to  offer  HR  8196  in  the  form  of  an  amendment  to  the  Eximbank  re- 
authorization legislation  in  the  Rouse  Banking  International 
Trade,  Investment  and  Monetary  Policy  Subcommittee* 

In  addition  to  the  obvious  impact  passage  of  BR  8196  would  have 
on  SinQ-U.S.  commercial  relations,  Z  believe  this  legislation 
also  represents  a  rallying  point  for  reaffirming  our  nation's 
basic  free  trade  philosophy.  Not  only  is  it  good  for  stimulating 
our  economy,  but  it  also  provides  for  increased  contact  between 
nations  and  thus  helps  foster  greater  understanding  and  mutual 
interests.  Perhaps  in  the  course  of  your  response  you  can 
comment  on  this  point  as  well. 

The  hearing  record  on  the  reauthorization  bill  closes  March  24 
so  your  reply  is  needed  by  then. 

With  warm  regards. 

Sincerely, 


LES  AuCOIN 

Member  of  Congress 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Thn  Assistant  Secretary  for  Industry  and  Trada 

Washington.  D.C.  20230 


Honorable  Les  AuCoin 
House  of  Representatives 
Washington,  D.  C.   20515 

Dear  Les: 

This  is  in  response  to  your  letter  of  March  16  raising  a 
number  of  questions  concerning  Sino-American  commercial 
relations  and  your  bill,  HR  8196.   You  recall  that  in  my 
letter  to  you  of  February  7,  I  made  some  comments  about 
the  proposed  legislation  and  on  March  13,  Chairman  Neal 
requested  additional  information  on  HR  8196  which  we  are 
supplying . 

We  share  the  view  that  it  is  essential  to  our  own  economic 
well-being  that  the  United  States  strengthen  its  export 
position,  including,  of  course,  exports  to  the  People's 
Republic  of  China  (PRC) .   This  is  why  I  believe 
reauthorization  of  the  Export- Import  Bank  and  expansion 
of  its  loan  authorization  is  so  critical  at  this  time. 
Therefore,  we  at  Commerce  welcome  initiatives  with  export 
expansion  as  a  goal. 

I  have  personal  reservations,  however,  Les,  over  whether 
HR  8196  would  provide  American  exporters  with  a  greater 
ability  to  compete  in  the  expanding  Chinese  market. 
I  say  this  because  the  Chinese  maintain  a  policy  of  self- 
reliance  which  to  date  has  not  involved  loans  from  any 
foreign,  government-backed  lending  agencies,  even  from 
those  countries  that  maintain  diplomatic  relations  with 
the  PRC.   In  view  of  this  current  Chinese  practice,  it 
is  difficult  to  visualize  the  PRC  availing  itself  of  the 
Ex-Im  Bank's  facilities  in  the  forseeable  future.   In 
looking  beyond  the  commercial  consequences  of  the  proposed 
legislation,  as  you  suggest  in  your  question  concerning 
"potential,"  I  would  not  disagree  that  HR  8196  represents 
a  small,  symbolic  step  forward  toward  normalization. 
It  should  be  recognized  that  without  similar  action  on 
your  companion  bill,  HR  8197,  even  this  may  be  an  empty 
gesture.   Comment  on  the  political  significance,  however, 
is  better  left  to  the  Department  of  State. 

Concerning  your  question  on  other  proposed  actions  by  our 
government  to  demonstrate  good  faith,  I  would  again  direct 
you  to  State  for  comment  on  any  pending  political  initiatives. 
I  would  note,  however,  that  trade  and  the  resulting  commercial 
relationship  between  the  two  countries  constitute  one  of  the 
most  active  areas  of  development  of  mutual  interests  as  called 
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for  by  the  Shanghai  Communique.  We  at  Commerce  are  working 
in  a  variety  of  ways  to  inform  businessmen  of  trade 
opportunities  in  China  and  are  interested  and  involved  in 
promoting  the  two-way  exchange  of  commercial  delegations. 

Regarding  your  question  on  whether  HR  8196  works  a  hardship 
on  Taiwan,  I  would  agree  that  it  would  not  appear  to  do  so. 
As  I  have  already  noted,  I  do  not  believe  the  proposed 
legislation  would  make  a  substantial  contribution  to  our 
own  foreign  trade  in  the  Pacific  Rim.   For  this  reason,  I 
do  not  see  how  HR  8196  will  do  much  toward  stimulating  the 
economy,  as  you  suggest,  even  if  its  enactment  serves  to 
again  demonstrate  our  dedication  to  a  basic  free  trade 
philosophy. 

I  wish  I  could  be  more  positive  in  support  of  HR  8196,  Lee, 
because  I  do  support  efforts  to  normalize  our  relations  and 
expand  our  trade  with  the  People's  Republic. 

Sinp^rely , 


fZ\ 


Frank  A.  Weil 
Assistant  Secretary  for 
Industry  and  Trade 
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TO  AMEND  AND  EXTEND  THE  EXPORT-IMPORT 
BANK  ACT  OF  1945 


WEDNESDAY,  MARCH  15,  1978 

House  of  Representatives,  Committee  on  Banking, 
Finance  and  Urban  Affairs,  Subcommittee  on 
International  Trade,  Investment  and  Monetary 
Policy, 

Washington,  D.C. 

The  subcommittee  met  at  10  a.m.  in  room  2128  of  the  Rayburn  House 
Office  Building.  Hon.  Stephen  L.  Neal  (chairman  of  the  subcommit- 
tee)  presiding. 

Present :  Representatives  Neal,  AuCoin,  Tsongas,  Pattison,  Vento, 
Watkins,  Oakar,  and  Leach. 

Chairman  Neal.  The  subcommittee  will  come  to  order. 

This  morning  we  are  continuing  our  hearings  on  the  administra- 
tion's proposal  to  reauthorize  the  Export-Import  Bank  of  the  United 
States.  Introduced  in  the  House  as  H.R.  11384,  the  proposal  would 
reauthorize  Eximbank  for  5  years,  raise  its  commitment  authority 
from  $25  billion  to  $40  billion,  and  increase  the  limitation  on  its 
fractional  chargeoffs. 

The  effect  would  be  an  increase  of  47  percent  in  the  actual  amount 
Eximbank  could  commit,  from  $40  billion  at  present  to  $58.75  billion 
under  the  administration's  proposal. 

On  Monday  we  heard  from  a  group  of  administration  officials  who 
explained  the  rationale  behind  their  proposal.  Today  we  are  fortunate 
in  having  a  distinguished  group  of  witnesses  from  labor  and  the  busi- 
ness community. 

They  will  take  us  a  step  beyond  the  immediate  legislative  proposal 
and  discuss  Eximbank's  effect  on  the  U.S.  economy  and  balance  of 
trade,  how  competitive  the  Bank  is  with  other  official  export  credit 
institutions,  and  whether  it  is  taking  the  right  kind  of  risks. 

I  would  like  to  welcome  you  at  this  time,  and  I  look  forward  to  your 
testimony. 

One  procedural  change  to  note  is  that  all  the  witnesses  will  speak 
this  morning  rather  than  this  afternoon,  because  the  House  will  be 
going  into  session  earlier  than  planned. 

As  a  result  of  our  examination  of  this  morning's  issues  and  others 
we  will  hear  about  this  week,  we  will  draft  a  subcommittee  bill  in- 
corporating any  changes  or  additions  to  the  administration's  request 
that  we  may  find  necessary.  We  will,  of  course,  ask  for  the  comments 
of  our  witnesses  at  that  time. 

Because  of  this  change  in  our  schedule — as  you  know,  the  House  was 
originally  scheduled  to  go  in  at  3  and  it  is  now  going  in  at  1 — I  would 
like  to  ask  our  witnesses  to  limit  the  time  of  their  testimony  somewhat. 

(153) 
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Our  first  witness  will  be  Mr.  George  Cashman,  chairman  of  the 
export  policy  task  force  of  the  U.S.  Chamber  of  Commerce. 

Mr.  Cashman,  I  understand  that  you  have  brought  some  of  your 
colleagues  with  you  to  help  with  your  testimony.  I  would  still  like  to 
ask  you,  if  you  would,  to  please  keep  your  formal  testimony  to  10  or  12 
minutes.  We  can  put  everything  else  in  the  record. 

I  am  afraid  if  we  don't  do  that  and  don't  get  a  similar  limitation 
on  other  witnesses,  we  just  won't  be  able  to  get  all  of  your  testimony. 

We  are  in  the  process  of  a  Democratic  caucus  right  now,  also,  which 
explains  why  there  aren't  more  members  here.  But  I  am  sure  members 
will  read  everything,  or  most  everything,  that  you  put  into  the  record. 
And  so  I  would  urge  you,  please,  to  put  everything  you  want  into  the 
record,  but  limit  your  oral  testimony  to  about  10  or  12  minutes,  if  you 
would. 

Mr.  Cashman,  I  would  be  happy  to  recognize  you  at  this  time. 

STATEMENT  OF  GEORGE  D.  CASHMAN,  VICE  PRESIDENT,  MORGAN 
GUARANTY  TRUST  CO.,  CHAIRMAN,  EXPORT  POLICY  TASK  FORCE, 
CHAMBER  OF  COMMERCE  OF  THE  UNITED  STATES;  ACCOMPANIED 
BY  THEODORE  TAUBENECK,  INTERNATIONAL  FINANCE  DIREC- 
TOR, ROCKWELL  INTERNATIONAL,  AND  DR.  EDWARD  WILSON, 
EXECUTIVE  SECRETARY,  EXPORT  POLICY  TASK  FORCE,  CHAMBER 
OF  COMMERCE  OF  THE  UNITED  STATES 

Mr.  Cashman.  Thank  you,  Mr.  Chairman. 

I  am  George  Cashman,  vice  president  of  Morgan  Guaranty  Trust 
Co.  and  chairman  of  the  export  policy  task  force  of  the  Chamber  of 
Commerce  of  the  United  States,  on  whose  behalf  I  am  appearing 
today. 

With  me  are  two  members  of  the  task  force :  on  my  right,  Theodore 
Taubeneck,  international  finance  director  of  Rockwell  International; 
and  on  my  left,  Thomas  M.  Rees,  attorney  at  law  who  may  be  familiar 
to  you.  Accompanying  us  is  Dr.  Edward  Wilson,  executive  secretary 
of  our  task  force. 

We  are  glad  to  have  this  opportunity  to  support  H.R.  11384  and  to 
discuss  the  significant  role  of  Eximbank  in  promoting  U.S.  exports, 
particularly  at  this  critical  time  when  the  United  States  faces  the  pros- 
pect of  mounting  trade  deficits. 

The  chamber's  membership — which  now  consists  of  over  69,000  busi- 
ness firms,  large  and  small ;  over  2,600  chambers  of  commerce  in  the 
United  States  and  abroad;  and  1,200  trade  and  professional  associa- 
tions— is  deeply  concerned  with  this  issue,  both  from  a  domestic  and 
an  international  perspective. 

In  the  year  since  I  last  appeared  before  this  subcommittee,  the  argu- 
ment for  improving  U.S.  export  performance  as  a  matter  oi  high  na- 
tional priority  has  become,  if  anything,  more  pressing. 

Our  record  $27  billion  trade  deficit  is  fast  approaching  the  threshold 
of  political  and  economic  intolerability  in  this  country.  With  a  strong, 
coherent  energy  policy  and  no  further  OPEC  price  increases,  we  can 
level  off  our  energy  import  costs. 
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Floating  exchange  rates  can  help  our  balance  of  payments,  although 
there  is  growing  recognition  of  time-lag  problems  and  of  the  inseinsi- 
tivity  of  many  exports  to  exchange  rate  adjustments. 

But  the  only  meaningful  arithmetic  with  which  to  face  our  unprece- 
dented dilemma  in  a  positive  manner — and  with  it  the  dilemma  of  the 
falling  dollar — is  to  boost  exports.  The  importance  of  this  approach 
is  underscored  when  we  remember  the  often-overlooked  fact  that  it  is 
not  just  the  surge  in  oil  imports  that  created  our  1977  trade  deficit,  but 
also  the  disappointingly  meager  increase  in  our  merchandise  exports  in 
1977. 

Perhaps  the  single  most  effective  Government  instrument  to  boost 
exports  and  redress  the  trade  deficit  is  the  Export-Import  Bank  of  the 
United  States.  Regrettably  that  institution  has  fallen  short  of  the  task 
at  hand — largely,  we  believe,  because  of  uncertainty  over  its  standing 
with  the  Congress. 

It  was  particularly  unfortunate  that  at  the  very  time  U.S.  trade  ac- 
counts began  their  downward  spiral,  the  Bank  became  the  object  of 
restrictive  congressional  scrutiny  for  reasons  only  tangential  to  its 
basic  purpose. 

Understandably,  the  Bank  adopted  a  more  conservative  loan  pos- 
ture, using  only  a  disappointing  fraction  of  its  direct  loan  authority 
in  fiscal  year  1977,  $760  million  versus  $3  billion,  in  the  fact  of  rapidly 
growing  demand  for  Government-supplied  export  financing. 

The  realities  of  the  international  marketplace  tell  us  Eximbank  is 
still  comparatively  uncompetitive  with  similar  programs  of  our  major 
export  competitors,  notably  those  of  France  and  Japan. 

Even  worse,  its  relative  competitiveness  is  continuing  to  decline,  as 
indicated  in  the  Bank's  most  recent  report  to  the  Congress. 

Surveys  of  U.S.  users  of  bank  facilities  show  a  high  incidence  of 
business  lost  because  competitive  financing  was  unavailable  from  U.S. 
sources.  One  such  survey  suggests  that  one  sale  in  eight,  or  $1.2  billion 
annually,  was  lost  to  foreign  competitors. 

A  later  survey  shows  a  more  disturbing  ratio  of  1  sale  in  4,  by  value, 
with  a  total  of  $3.2  billion  worth  of  contracts  lost  in  this  way. 

From  the  point  of  view  of  small  business,  a  particularly  disturbing 
pattern  emerges  in  the  "business  lost"  data :  foreign  competition  is  con- 
sistently winning  out  in  export  opportunities  from  $500,000  to  $5  mil- 
lion in  value,  a  value  range  in  which  Eximbank  is  relatively  inactive. 

Moreover,  in  such  areas  as  Eastern  Europe,  the  only  region  with 
which  we  have  consistently  enjoyed  trade  surpluses,  Eximbank's  un- 
availability or  lack  of  competitiveness  is  so  well  known  among  poten- 
tial purchasers  that  they  do  not  even  bother  to  solicit  bids  from  Amer- 
ican firms. 

Perhaps  no  more  eloquent  testimony  exists  for  the  overall  lack  of 
competitiveness  of  Eximbank's  programs  than  the  practice  of  many 
U.S.  firms  of  now  filling  some  orders  via  foreign  subsidiaries  because 
of  inadequate  financing  available  here. 

Let  us  take  a  case  in  point. 

A  company  with  customers  for  complete  projects  in  Indonesia  finds 
all  attempts  to  approach  either  FCIA  or  Eximbank  directly  or  in- 
directly produce  no  worthwhile  results.  It  therefore  turns  to  the  export 
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credit  guarantee  department  of  the  United  Kingdom  and  gets  money 
at  7^4  percent  fixed  under  the  preferential  interest  rate  scneme.  The 
equipment  is  then  sourced  out  of  the  United  Kingdom  instead  of  the 
United  States. 

We  also  teel  there  are  other  things  that  can,  and  should,  be  done 
to  improve  the  competitiveness  of  the  Bank.  These  are  contained  in 
the  report  of  the  Chamber  of  Commerce  of  the  United  States  export 
policy  task  force  issued  in  April  1977,  a  copy  of  which  I  would  like 
to  submit  for  the  record. 

[The  report  referred  to  follows  Mr.  Cashman's  prepared  statement.] 

Today  I  wish  to  draw  your  attention  to  several  elements  of  those 
recommendations : 

First,  H.R.  11384  should  amend  the  Eximbank  Act  to  describe  the 
purpose  of  the  Bank.  In  the  absence  of  a  clearly  stated  purpose  and 
agreed-upon  priorites,  Eximbank  policies  have  fluctuated  dramatical- 
ly. We  are  prepared  to  suggest  language  which  would  declare  the 
Eximbank  to  be  an  independent,  self-sustaining  agency  of  the  U.S. 
Government  whose  single,  overriding  purpose  is  to  foster  expansion 
of  exports  of  U.S.  goods  and  services  through  loans,  guarantees,  and 
insurance. 

Second,  Eximbank  should  increase  its  efforts  to  provide  financing 
for  U.S.  exports  in  situations  in  which  buyers  offer  less  than  the  high- 
est credit  standing.  At  issue  here  is  the  fact  that  U.S.  export  financing 
is  not  competitive  in  many  of  the  higher  risk  developing  countries. 
Other  nations,  the  United  Kingdom,  Japan,  and  France,  have  coordi- 
nated their  development  assistance  and  export  financing  activities  and 
thus  are  better  able  than  is  Eximbank  to  promote  the  sale  of  goods 
and  services  to  the  developing  nations. 

The  developing  nations  are  important  potential  markets  which  must 
now  be  assiduously  cultivated  for  our  future  advantage.  We  should 
do  so  by  implementing  the  "trade,  not  aid"  philosophy  so  long  espoused 
by  the  United  States.  This  would,  I  believe,  be  consistent  with  the 
foreign  policy  objectives  of  the  administration  which  are  aimed  at  en- 
couraging these  nations  to  play  responsible  roles  in  the  international 
economic  community. 

In  1968,  Congress  allotted  $500  million  for  Eximbank's  use  in  spe- 
cial instances  where  there  was  a  high  risk  or  when  a  particularly  im- 
portant project  might  not  otherwise  have  been  supported. 

We  believe  this  is  a  useful  approach  and  would  suggest  that  such  a 
figure  be  specifically  allocated  for  Eximbank  financing  of  exports  to 
developing  countries.  All  loans  under  this  authorization  would  be 
made  on  normal  Bank  repayment  terms. 

Third,  Eximbank  should  increase  its  efforts  to  provide  financing 
in  instances  where  it  is  in  the  U.S.  national  interest  to  be  competitive 
with  "mixed  credits." 

Much  of  our  keenest  competition  around  the  world,  and  especially 
in  the  Third  World,  has  come  from  the  blending  of  aid  funds  with 
commercial  credits  by  the  governments  of  our  major  competitors. 
This  blending  results  in  financial  packages  that  frequently  offer  ef- 
fective rates  of  4  percent  and  maturities  as  much  as  20  years. 

We  support  the  efforts  of  our  own  Government  to  strengthen  the 
"consensus  arrangement"  between  the  governments  of  countries  with 
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officially  supported  export  credit  programs.  But  in  light  of  the  variety 
of  governmental  or  quasi-governmental  sources  of  credit  which  are 
not  covered  by  the  consensus  among  our  major  competitors,  we  doubt 
the  practicality  of  U.S.  reliance  on  that  route  alone. 

Instead,  we  propose  that  the  appropriate  agencies  of  the  executive 
branch  explore,  under  the  direction  of  the  Congress,  ways  in  which  the 
United  States  might  meet  this  "mixed  credit"  competition.  This  step, 
in  itself,  should  serve  notice  to  our  competitors  of  our  serious  concern 
with  this  issue  and  should  strengthen  the  hand  of  our  consensus 
negotiators. 

Fourth,  if  a  product  is  eligible  for  an  export  license  on  the  basis  that 
its  export  would  not  be  inimical  to  the  national  interest,  then  Exim- 
bank  financing  of  that  export  should  be  given  consideration. 

Since  financing  remains  a  deciding  factor  in  international  sales,  the 
continuation  of  restrictions  against  a  group  of  countries  or  a  category 
of  products,  such  as  commercial  aircraft  or  nuclear  power  exports, 
represents  a  deterrent  to  the  marketing  of  American  goods. 

The  Export-Import  Bank  Amendments  of  1975  and  the  Trade  Act 
of  1974  combine  to  place  special  restrictions  on  the  financing  of  trade 
with  certain  nonmarket  countries.  These  restrictions  have  reduced  the 
competitive  ability  of  the  U.S.  exporter  in  these  promising  markets. 

Recent  changes  in  national  policy  have  induced  a  loosening  of  re- 
strictions on  trade  with  Communist  countries  to  the  point  where 
controls  are  now  focused  primarily  on  items  and  commodities  that 
might  contribute  to  another  country's  military  potential  to  the  detri- 
ment of  U.S.  national  security.  The  Eximbank  charter  should  be 
amended  to  reflect  current  national  policy  and  complement  the  focus 
on  export  controls  contained  in  the  Export  Administration  Act 
Amendments  of  1977. 

The  Congress  in  1975  also  placed  oversight  restrictions  on  Exim- 
bank financing  of  large  transactions  to  all  countries.  Each  Eximbank 
transaction  exceeding  $60  million  must  be  transmitted  to  Congress  for  ^ 
a  25-day  review  period  before  the  Bank  can  give  its  final  approval. 

Such  a  restriction  intimidates  foreign  customers  as  well  as  delays 
the  financing  process  when  timing  can  be  crucial. 

We  continue  to  believe  general  congressional  oversight  is  appro- 
priate and  advisable,  and  we  by  no  means  advocate  giving  the  Bank 
a  blank  check.  The  regular  annual  budget  reviews  by  the  appropria- 
tions committees  and  period  charter  review  by  this  and  the  Senate 
Banking  Committee,  not  to  mention  special  oversight  hearings  which 
can  be  called  at  any  time,  give  the  Congress  a  substantial  and  neces- 
sary role  in  guiding  the  Bank's  activities. 

However,  debate  over  the  merits  or  demerits  of  individual  trans- 
actions, assuming  they  are  within  the  bounds  of  law  and  conform  to 
the  basic  policies  of  the  Bank  as  determined  by  Congress,  can  have  a 
crippling  effect  on  the  commercial  process. 

Fifth,  we  recommend  that  Congress  authorize  an  additional  $1 
billion  of  capitalization  for  Eximbank. 

The  importance  of  exporting  has  increased  measurably  over  the  past 
decade.  However,  there  has  been  a  sharp  relative,  and  in  constant 
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dollars,  absolute  decline  in  the  level  of  support  that  Eximbank  has 
given  to  American  exporters. 

Much  of  this  reflects  the  Bank's  desire  to  increase  income  and 
thereby  reserves  and  make  new  commitments  at  rates  significantly 
higher  than  the  average  cost  of  money  to  balance  them  with  the  earlier 
ones  at  lower  rates. 

While  we  do  not  agree  with  those  who  maintain  that  the  Bank  is 
currently  in  a  precarious  financial  position,  we  do  note  that  if  Exim- 
bank continues  to  adopt  policies  with  the  primary  aim  of  increasing 
income,  then  its  role  and  scope  in  support  of  U.S.  exports  will  be  com- 
paratively and  absolutely  diminished. 

On  the  other  hand,  if,  as  we  believe,  the  Eximbank  should  increase 
its  current  level  of  support  for  U.S.  exports,  then  it  will  require  in- 
creased reserve  capacity  over  the  coming  years. 

An  additional  $1  billion  capitalization  would  not  entail  the  appro- 
priation of  all  the  funds  for  use  in  the  lending  programs.  Rather,  most 
of  the  $1  billion  could  be  considered  a  contingent  liability  of  the  U.S. 
Government,  much  the  same  as  are  the  "callable"  portions  of  the  tJ.S. 
contributions  to  multilateral  lending  institutions.  In  this  manner  the 
authorization  would  have  a  minimal  inflationary  and  financial  impact. 

Sixth,  we  recommend  that  the  Export-Import  Bank  Act  be  amended 
to  exclude  the  Bank  from  the  Federal  unified  budget.  We  support 
effective  congressional  oversight  relative  to  the  budgetary  process. 
Only  through  such  oversight  can  strict  control  be  maintained  on  direct 
and  indirect  Government  spending  programs. 

Inclusion  of  the  Eximbank  in  the  unified  budget,  however,  is 
anomalous  because  the  Bank  does  not  use  taxpayer  revenues  nor  has  it 
received  an  appropriation  since  its  original  capitalization;  yet,  its  loan 
and  guarantee  commitments  are  treated,  under  Federal  accounting 
definitions,  like  any  expenditure  of  the  Federal  budget.  It  should  t>e 
noted  that  Eximbank  loans,  unlike  other  budgetary  expenditures,  are 
repaid  with  interest  and  are  supported  by  promissory  notes. 

In  sum  the  national  chamber  of  commerce  is  eager  to  see  the  estab- 
lishment of  a  flexible,  reliable,  and  above  all,  competitive  instrument 
to  serve  the  export  financing  needs  of  U.S.  producers  that  cannot  be 
met  by  the  private  sector.  We  do  not  want  the  Bank  to  be  competitive 
with  financing  available  from  private  financial  institutions. 

Rather,  we  want  to  see  it  fulfill  effectively  its  original  mandate — to 
serve  as  an  independent,  self-sustaining  agency  of  the  U.S.  Govern- 
ment to  foster  the  export  of  U.S.  goods  and  services. 

In  such  a  role,  the  Bank  has  demonstrated  a  remarkable  catalytic 
effect  in  encouraging  new  sources  of  private  financing  for  exports,  and 
ultimately  in  creating  new  jobs.  This  fact  is  becoming  increasingly 
apparent  to  broader  segments  of  public  opinion  in  this  country,  con- 
cerned about  achieving  a  significant,  lasting  improvement  in  U.S. 
trade  performance.  For  this  purpose,  no  more  effective  option  is  open 
to  us  than  a  renewed  and  strengthened  Eximbank. 

("The  prepared  statement  of  Mr.  Cashman,  on  behalf  of  the  Chamber 
of  Commerce  of  the  United  States,  along  with  the  export  policy  task 
force  report  referred  to  in  Mr.  Cashman's  statement,  follows :] 
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STATEMENT 

on 

EXPORT-IMPORT  BANK  OPERATING  AUTHORITY   (H.R.   11384) 

before   the 

SUBCOMMITTEE  ON   INTERNATIONAL  TRADE 

INVESTMENT  AND  MONETARY  POLICY 

of  the 

BOOSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

for  the 

CHAMBER  OF  COtffflR.CE  OF  THE  UNITED  STATES 

by 
George  D.  Caahman 


I  am  George  D.  Caahman,  vice  prealdent  of  Morgan  Guaranty  Truat  Company 
and  chairman  of  the  Export  Policy  Tank  Force  of  the  Chamber  of  Commerce  of  Che 
United  States,  on  whose  behalf  I  am  appearing  today.     With  me  are  two  member* 
of  the  Taak  Force,  Theodore  Taubeneck,   International  finance  director  of  Rockwell  ■• 
International,   and  Thomaa   Rees  ,  an  attorney  with  Browns te in  Zeldman  Schooer  and 
Chase.     Accompanying  ua  la  Dr.  Edward  Wilson,  executive  secretary  of  our  taak 
force. 

We  are  glad  to  have  this  opportunity  to  support  H.R.  11384  and  to  discuss 
the  significant  role  of  Eximbank  in  promoting  0.8.  exports     particularly  at  this 
critical  time  when  the  United  States  faces  the  prospect  of  mounting  trade  deficits. 
The  Chamber's  member ship         which  now  consists  of  over  69,000  business  firms, 
large  and  small;  over  2,600  chambers  of  commerce  in  the  United  States  and  abroad; 
and  1,200  trade  and  professional  associations         la  deeply  concerned  with  this 
issue,  both  from  a  dome otic  and  an  international  perspective. 
THE  IMPORTANCE  OF  EXPORTS 

in  the  year  since  I  laat  appeared  before  this  Subcommittee,  the  argument 
for  Improving  U.S.  export  performance  as  a  matter  of  high  national  priority  has 
become,  If  anything,  more  pressing.     Our  record  $27  billion  trade  deficit  is 
Cast  approaching  the  threshold  of  political  and  economic  IntoleraMiity  in  this 
country.     With  a  strong,  coherent  energy  policy  and  no  further  OPEC  price 
increases  we  can  level  off  our  energy  Import  coats        Floating  exchange  rates 
can  help  our  balance  of  payments    (although  there  is  growing  recognition  of 
time-lag  problems  and  of  the  Imeneltivity  of  many  exports  to  exchange  rate 
adjustments).      The  only  meaningful  arithmetic  with  which  to  face  our  unprecedented 
dilemma  in  a  positive  manner         and  with  it  the  dilemma  of  the  falling  dollar  — 
la  to  boost  exports.     The  Importance  of  this  approach  is  underscored  when  we    - 
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remember  the  often  overlooked  feet  thet  it  is  not  just  the  surge  in  oil  Imports 
thst  created  our  1977  trade  deficit,  but  also  the  disappointingly  meager  increase 
in  out  merchandise  exports  in  1977. 
OOtiPETlTTVEHESS  OF  EXIMBANK 

Perhaps  the  ingle  must  effective  government  instrument  to  boost  exports 
and  redress  the  trade  deficit  is  the  Export-Import  Bank  of  the  United,  States. 
Regrettably  that  institution  has  fallen  short  of  the  task  at  hand  —  largely, 
we  believe,  because  of  uncertainty  over  its  standing  with  the  Congress.  It  was 
particularly  unfortunate  that  at  the  very  time  U.S.  trade  accounts  began  their 
downward  spiral  the  Bank  became  the  object  of  restrictive  Congressional  scrutiny 
for  reasons  only  tangential  to  its  basic  purpose.  Understandably  the  Bank  adopted 
a  more  conservative  loan  posture,  using  only  a  disappointing  fraction  of  its 
direct  loan  authority  in  FY  '77  ($760  million  vb,  $3  billion)  in  the  face  of 
rapidly  growing  demand  for  government  supplied  export  financing. 

The  realities  of  the  international  marketplace  tei  us  Bximbank  is  still 
comparatively  uncompetitive  with  similar  programs  of  our  major  export  competitors, 
notably  those  of  France  and  Japan.  Even  worse,  its  relative  competitiveness  is 
continuing  to  decline,  as  indicated  in  the  Bank's  most  recent  report  to  the 
Congress  (for  the  period  April  1  to  September  30,  1977). 

Surveys  of  l-.S  users  of  bank  facilities  show  a  high  incidence  of 

business  lost  because  competitive  financing  was  unavailable  from  U.S.  sources. 

One  such  survey  suggests  that  one  sale  in  eight,  or  $1.2  billion  annually,  was 

2 
lost  to  foreign  competitors.   A  later  survey  shows  a  more  disturbing  ratio  of 

one  sale  In  four  (by  value),  with  a  total  of  $3  2  billion  worth  of  contracts 

3 
lost  In  this  way.   From  the  point  of  view  of  smell  business,  a  particularly 

disturbing  pattern  emerges  in  the  "business  lost"  data:  foreign  competition  is 

consistently  winning  out  in  export  opportunities  from  $500,000  to  $5  million  in 

value,  a  value  range  in  which  Bximbank  is  relatively  Inactive.  Moreover,  in 

Exijabank,  "Report  to  the  U.S.  Congress  on  Export  Credit  Competition  and  the 
Export-import  Bank  of  the  United  States  for  the  Period  April  1,  1977  through 
September  30,  1977,"  December  1977,  p.  21. 

2 
Eximbank,  "Report  to  the  U.S.  Congress  on  Export  Credit  Competition  and  the 

Export-Import  Bank  of  the  United  States  for  the  Period  October  1,  1976  through 

March  31,  1977,"  July  1977. 

3 
National  Association  of  Manufacturers,  "Export  Credit  Survey  Report,"  December 

28,  1977. 
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such  areas  as  Eastern  Europe   (the  only  region  with  which  we  have  consistently 
enjoyed  trade  surplusses),  EXIM's  unavailability  or  lack  of  competitiveness  is 
so  well  known  among  potential  purchasers   that  they  do  not  even  bother  to  solicit 
bids  from  American  firms       Perhaps  no  more  eloquent  testimony  exists  for  the 
overall  lack  of  competitiveness   of  EXIM  programs  than  the  practice  of  many  U.S. 
firms  of  now  filling  some  orders  via  foreign  subsidiaries  because  of  inadequate 
financing  available  here. 

Let's  take  a  few  cases  in  point: 
JOB  EFFECTS 

Whether  one  uses  the  Treasury  estimate  that  58,500  U.S.  jobs  depend  on 
each  $1  billion  in  exports     or  more  conservative  estimates  by  the  Commerce 
Department   (40,000}   or  the  Bureau  of  Labor  Statistics    (35,000),   this  business 
lost  data  translates  into  substantial  numbers  of  jobs  lost.     Using  a  1  to  6 
business  lost  ratio     and  the  most  conservative  ratio  of  export  dollars  to  jobs, 
it  is  possible  to  estimate  that  the  u.s     nonagricultural  economy  lost  170,000 
jobs  in  FY   '77  because  of  noncompetitive  financing. 

Looking  at  the  job  equation  more  positively,  the  creation  of  a  reliable 
and  competitive  source  of  government  financing  in  the  United  States  would  have 
important  employment  creating  effects.     The  Bank  now  estimates  that  every 
$600  million  in  direct  loan  extensions  supports  $1  billion  worth  of  exports  and 
70,000  jobs,  which  serves  as  one  measure  of  the  ripple  effect  of  expanded  bank 
programs. 
IMFRPVIMG   THE  CmgETinVBKESS   OF  U.S.   EXPORT  CREDITS      , 

The  National  Chamber  supports  the  thrust  of  the  Administration's  effort 
to  strengthen  the  programs  of  Eximbank.     In  this  context;  we  are  encouraged  by 
the  FY   '79  annual  direct  loan  authorisation  request  contained  in  the  Administration's 
budget.     This  represents  a  30%  increase  over  the  similar  figure  for  FT  '78. 
Likewise,  we  support  the  Administration's  request  for  sn  increase  in  the  overall 
authorization  ceiling  to  $40  billion,  which  is  based  on  a  reasonable  projected 
annual  increase  of  10%  over  five  years     beginning  with   the  FY   '79  request.     We 
also  strongly  support  a  5 -year  extension  of  the  Bank's  charter  as  contained  in  the 
Admini strati on  bill,  H.R.   11384,     This  would  follow  the  tradition  of  5-year 
extensions  observed  .in  the  past  and  would  have  the  specific  advantage  of  taking 
the  Bank's  charter  renewal  out  of  the  cycle  of  presidential  politics,  providing 
a  better  environment  for  developing  and  maintaining  export  markets. 
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We  also  feel  there  ere  other  things  that  can,  and  should,  be  dona  to 
improve  the  competitiveness  of  the  Bank.     These  are  contained  in  the  report 
of  the  National  Chamber's  Export  Policy  Teak  Force  issued  in  April  1977,  a  copy 
of  which  I  would  like  to  submit  for  the  record.     Today  I  wish  to  draw  your 
attention  to  several  elements  of  those  recommendations: 

(1)  H.R.    113B4   should   amend   the  Eximbank  Act:  to  describe  the  purpose  o£ 
the  Bank. 

In  the  absence  of  a  clearly  stated  purpose  and  agreed  upon  priorities, 
Eximbank  policies  have  fluctuated  dramatically.     We  are  prepared  to  suggest 
language  which  would  declare  the  Eximbank  to  be  an   independent,    self-sustaining 
agency  of  the  U  S.  Government  whose  single,  overriding  purpose  is  to  foster 
expansion  of  exports  of  U.S.  goods  and  services  through  loans,  guarantees ,  and 
insurance . 

(2)  Eximbank  should  increase  its  efforts   to  provide  financing  for  U„S. 
exports   In  situations  In  which  buyers  offer  less   than  the  highest  credit  standing. 

At  issue  here  is  the  fact  that  U.S     export  financing  is  not  competitive 
in  many  of  the  higher  risk  developing  countries        Other  nations,   the  United 
Kingdom,  Japan,  and  France,  have  coordinated  their  development  assistance  and 
export  financing  activities  and  thus  ate  better  able  than  Is  Eximbank  to  promote 
the  sale  of  goods  and  services   to  the  developing  nations,     The  developing  nations 
are  important  potential  market*,  which  must  now  be  assiduously  cultivated  for  our 
future  advantage.     We  should  do  so  by  implementing  the  "trade,  not  aid"  philosophy 
so  long  espoused  by  the  United  States       This  would     I  believe,  be  consistent  with 
the  foreign  policy  objectives  of  the  Administration  which  are  aimed  at  encouraging 
these  nations  to  play  responsible  roles  in  the  international  economic  community. 

In  1968,  Congress  allotted  $500  million  for  Eximbank' a  use  In  special 
instances  where  there  was  a  high  risk  or  when  a  particularly  Important  project 
might  not  otherwise  have  been  supported.     We  believe  this  is  a  useful  approach 
and  would  suggest  that  an  additional  $500  million  be  specifically  allocated  for 
Eximbank  financing  of  exports   to  developing  count r lea.  .  All  loans  under  this 
authorization  would  be  made  on  normal  Bank  repayment  terms. 

(3)  Eximbank  should   increase  its  efforts    to  provide  financing  In  instances 
vhere   it  la  in  the  U.S.    national   interest   to  be  competitive  with  ^mixed  credits." 
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Much  of  our  keenest  competition  around  the  world,  end  especially  In 
the  Third  World,  has  cone  from  the  blending  of  aid  funds  with  commercial  credits, 
by  the  governments  of  our  major  competitors   This  blend  log  results  in  financial 
packages  that  frequently  offer  effective  rates  of  4X,  and  maturities  as  ouch  as 
20  years.  We  support  the  efforts  of  our  own  government  to  strengthen  the 
"consensus  arrangement"  between  the  governments  of  countries  with  officially 
supported  export  credit  programs   But  In  light  of  the  variety  of  governmental 
or  quasi -governmental  ources  of  credit  which  are  not  covered  by  the  consensus 
among  our  major  competitor*  we  doubt  the  practicality  of  U.S.  reliance  on  that 
route  alone.  Instead,  we  propose  that  the  appropriate  agencies  of  the  Executive 
Branch  explore  under  the  direction  of  the  Congress,  ways  in  which  the  United 
States  might  meet  this  "mixed  credit14  competition.  This  step.  In  itself,  should 
serve  notice  to  our  competitors  of  our  serious  concern  with  this  Issue  and 
should  strengthen  the  hand  of  Our  consensus  negotiators. 

(6)  If  a  product  is  eligible  for  an  export  license  on  the  basis  that 
its  export  would  not  be  Inimical  to  the  national  interest^  then  Eximbank 
financing  of  that  export  should  be  given  conaide cation.  Since  financing  remains 
a  deciding  factor  In  international  sales  the  continuation  of  restrictions 
against  a  group  of  countries  or  a  category  of  products,  such  as  commercial 
aircraft  or  nuclear  power  exports,  represents  a  deterrent  to  the  marketing  of 
American  goods. 

.  The  Export -import  Bank  Amendments  of  1975  and  the  Trade  Act  of  1974 
combine  to  place  special  restrictions  on  the  financing  of  trade  with  certain 
non-market  countries.  These  restrictions  have  reduced  the  competitive  ability 
of  the  U.S.  exporter  In  these  promising  markets.  Recent  changes  In  national 
policy  have  induced  a  loosening  of  restrictions  on  trade  with  communist  countries 
to  the  point  where  controls  are  now  focused  primarily  on  items  and  commodities 
that  might  contribute  to  another  country's  military  potential  to  the  detriment 
of  U.S.  national  security.  The  Eximbank  charter  should  be  amended  to  reflect 
current  national  policy  and  complement  the  focus  on  export  controls  contained 
In  the  Export  Administration  Act  Amendments  of  1977. 

The  Congress  in  1975  also  placed  oversight  restrictions  on  Kxlmbank 
financing  of  large  transactions  to  all  countries.  Each  Exlmbank  transaction 
exceeding  $60  million  must  be  transmitted  to  Congress  for  a  25-day  review  period 
before  the  Bank  can  give  Its  final  approval.  Such  a  restriction  intimidates 
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foreign  customers  as  well  as  delays  the  financing  process  when  timing  can  be 
crucial.  We  continue  to  believe  general  Congressional  oversight  is  appropriate 
and  advisable  and  we  by  no  means  advocate  giving  the  Bank  a  blank  check.  The 
regular  annual  budget  reviews  by  the  appropriations  committees  and  periodic 
charter  review  by  this  and  the  Senate  Banking  Committee,  not  to  mention  special 
oversigh  hearings  which  can  be  called  at  any  time,  give  the  Congress  a 
substantial  and  necessary  role  in  guiding  the  Bank's  activities.  However, 
debate  over  the  merits  or  demerits  of  individual  transactions  assuming  they 
are  within  the  bounds  of  law  and  conform  to  the  basic  policies  of  the  Bank  as 
determined  by  Congress  can  have  a  crippling  effect  on  the  commercial  process • 

(5)  We  recommend  that  Congress  authorize  an  additional  $1  billion  of 
capitalization  for  Eximbank, 

The  importance  of  exporting  has  Increased  measurably  over  the  past  decade. 
However,  there  has  been  a  sharp  relative,  and  in  constant  dollars,  absolute 
decline  in  the  level  of  support  that  Bxlmbank  has  given  to  American  exporters. 
Much  of  this  reflects  the  Bank's  desire  (1)  to  increase  income  and  thereby  reserves, 
and  (2)  make  new  commitments  at  rates  ignif icantly  higher  than  the  average  cost 
of  money  to  balance  them  with  the  earlier  ones  at  lower  rates.  While  we  do  not 
agree  with  thoae  who  maintain  that  the  Bank  is  currently  In  a  precarious 
financial  position  ve  do  note  that  if  Eximbank  continues  to  adopt  policies 
with  the  primary  aim  of  increasing  income,  then  its  role  and  scope  din  support 
of  U.S.  exports  will  be  comparatively  and  absolutely  diminished.  On  the  other 
hand,  if,  as  we  believe,  the  Eximbank  should  increase  its  current  level  of 
support  for  U.S.  exports,  then  it  will  require  Increased  reserve  capacity  over 
the  coming  years. 

An  additional  $1  billion  capitalization  would  not  entail  the  appropriation 
of  all  the  funds  for  use  in  the  lending  programs.  Rather,  most  of  the  $1  billion 
could  be  considered  a  contingent  liability  of  the  U.S.  government,  much  the  seme 
as  are  the  "callable"  portions  of  the  U.S.  contributions*  to  multilateral  lending 
institutions.  In  this  manner,  the  authorization  would  have  a  minimal  inflationary 
and  financial  Impact. 

(6)  We_ recommend  that  the  Export-Import  Bank  Act  be  amended  to  exclude 
the  Bank  from  the  federal  unified  budget.  We  support  effective  congressional 
oversight  relative  to  the  budgetary  process.  Only  through  such  oversight  can 
strict  control  be  maintained  on  direct  and  indirect  government  spending  programs. 
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Inclusion  of  the  Eximbank  in  the  unified  budget,  however,  is  anomalous  because 
the  bank  does  not  use  taxpayer  revenues  nor  has  it  received  an  appropriation 
since  its  original  capitalization;  yet,  its  loan  and  guarantee  commitments  are 
treated,  under  federal  accounting  definitions,  like  any  expenditure  of  the 
federal  budget.  It  should  be  noted  that  Eximbank  loans,  unlike  other  budgetary 
expenditures,  are  repaid  with  interest  and  ere  supported  by  promissory  notes 

(7)   Hie  role  of  the  gximbank^s  advisory  comaittae  should  be  strengthened. 
The  Export -import  Bank  Act  of  965  makes  provision  for  an  Advisory 
Committee  whose  only  specified  duty  is  to  meet  once  a  year  at  the  call  of  the 
president  of  the  Bank.  Unfortunately  its  meetings  are  most  often  devoted  to 
briefings  for  the  Advisory  Committee,  rather  than  the  render  log  of  advice  by  it. 
The  lack  of  obligation  on  the  part  of  the  Bank  to  consult  with  the  private 
sector  in  a  uniform  manner  and  on  a  regular  basis  has  denied  the  Bank  the  full 
potential  of  the  private  sector's  expertise  in  the  area  of  export  financing 
and  foreign  financial  competition. 

An  additional  point,  of  concern  to  many  U.S.  exporters,  should  be 
mentioned.  We  believe  that  more  should  be  done  to  assure  that  U.S.  exporters 
can  meet  gov ernmentally- supported  foreign  export  competition  in  a  tiakely  manner. 
I  emphasize  especially  the  need  to  improve  the  Bank's  response  time,  both  with 
respect  to  preliminary  commitments  and  to  final  ex tens ions  because  in  highly 
competitive  bidding   tuatlons  this  is  often  the  decisive  factor.   (A  case  in 
point  is  the  Pemex  Mexican  natural  gas  pipeline  project  which  is  awarding  contracts 
to  our  West  German  competitors  while  we  await  a  resolution  of  our  internal 
differences  on  energy  policy.)  In  brief,  a  substantial  proportion  of  the  Bank's 
current  users  are  not  satisfied  with  the  pace  at  which  their  applications  are 
processed . 
CONCLUSION 

In  sum,  the  National  Chamber  of  Commerce  is  eager  to  see  the  establishment 
of  a  flexible,  reliable,  and  above  all,  competitive  instrument  to  serve  the  export 
financing  needs  of  U.S.  producers  that  cannot  be  met  by  the  private  sector.  We 
do  not  want  the  Bank  to  be  competitive  with  financing  available  from  private 
financial  institutions.  Rather,  we  want  to  see  it  fulfill  effectively  its 
original  mandate  —  to  serve  as  an  independent,  self-sustaining  agency  of  the 
U.S.  Government  to  foster  the  export  of  U.S.  goods  and  services  through  loans, 
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guarantees,  and  Insurance.  In  such  a  role,  the  Bank  has  demonstrated  a 
remarkable  catalytic  effect  in  encouraging  new  sources  of  private  financing 
for  exports,  and  ultimately  in  creating  new  jobs.  Ibis  fact  is  becoming 
increasingly  apparent  to  broader  segments  of  public  opinion  in  this  country, 
concerned  about  achieving  a  significant,  lasting  Improvement  in  U.S.  trade 
performance.  For  this  purpose,  no  more  effective  option  is  open  to  us 
a  renewed  and  strengthened  Sxlmbank. 
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REPORT  OF  THE  TASK 
FORCE  ON  EXPORT  POLICY 

In  May,  1975,  the  Chamber  of  Commerce  of  the  United  States 
appointed  a  Task  Force  on  Export  Policy.*  The  Task  Force, 
formed  at  a  time  of  continued  public  and  official  misunder- 
standings about  the  role  of  exports  and  the  ways  in  which  the 
U.S.  Government  supports  them,  was  assigned  four  major  tasks: 

(1)  To  develop  a  data  base  in  support  of  continued  positive 
government  and  private  policies  and  attitudes  toward  exports. 

(2)  To  explain  the  business  viewpoint  on  exports  to  key  mem- 
bers of  the  Executive  Branch  and  of  Congress. 

(3)  To  make  the  exporting  and  general  business  community 
aware  of  the  critical  period  in  the  development  of  govern- 
mental export  policy. 

(4)  To  develop  recommendations  for  improvement  in  gov- 
ernment programs  to  support  exports. 

The  United  States  Government  supports  exports  principally 
through:  (1)  the  tax  privileges  associated  with  the  Domestic 
International  Sales  Corporation;  (2)  the  promotion  programs  of 
the  Commerce,  State  and  Agriculture  Departments;  and  (3) 
the  export  credit  and  insurance  programs  of  the  Export-Import 
Bank. 

The  Task  Force  is  currently  examining  several  aspects  of 
those  programs.  The  paper  that  follows  addresses  the  issue  of 
export  credit  and  finance  programs  in  their  national  and  inter- 
national context.  It  seeks  to  define  the  role  of  export  finance, 
delineate  recent  experience  with  the  Export-Import  Bank,  and, 
finally,  suggest  several  recommendations  for  legislative  reform 
of  the  Export-Import  Bank  Act  of  1945. 


EXPORT  FINANCE: 

THE  INTERNATIONAL  ECONOMIC  CONTEXT 

In  development  of  international  economic  policy,  it  is  funda- 
mental to  recognize  the  interrelationship  of  its  many  parts: 
exports  are  one  key  to  the  U.S.  international  economic  perfor- 


*See  Appendix  V 
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mance;  imports,  investment  flows,  government  expenditures 
and  receipts  from  overseas  production  are  other  indicators  of 
our  international  economic  health.  Within  this  context,  ex- 
porting permits  us  to  earn  the  foreign  exchange  necessary  to 
pay  for  what  we  must  purchase  in  foreign  markets.  These 
earnings  are  crucial  since  the  United  States  depends  substantially 
on  imported  basic  materials  to  support  its  industrial  base.  The 
increasing  price  of  basic  commodities,  and  the  long-term  trend 
toward  increasing  reliance  on  imports,  including  petroleum, 
make  export  expansion  a  necessary  and  important  national  goal. 
With  an  enormous  domestic  market,  the  nature  and  meaning 
of  exporting  has  often  been  misunderstood  in  the  United  States. 
It  is  not  sufficiently  appreciated,  for  example,  that  exporting 
and  the  development  of  foreign  markets  require  a  constant  and 
sustained  effort.  Similarly,  in  planning  for  export  sales,  business 
should  be  confident  that  it  can  rely  on  adequate  sources  of 
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financing  at  internationally  competitive  rates  and  maturities. 
Such  assurance  has  become  increasingly  vital  as  the  available 
financing  often  determines  which  country  will  make  an 
international  sale. 

The  overwhelming  percentage  of  American  exports  either 
moves  in  international  trade  without  financing  or  utilizes 
financing  arranged  through  the  commercial  banking  system. 
Frequently,  however,  the  financing  of  which  the  private  sector 
is  capable  falls  short  of  a  foreign  customer's  requirements, 
from  the  viewpoint  of  either  portion  financed,  interest  rate,  or 
maturity.  Such  situations  can  be  precipitated  by  intense  compe- 
tition among  the  industrial  countries,  but  also  arise  where  there 
may  not  be  significant  competition  and  where  the  available 
financing  becomes  the  critical  element.  In  such  instances,  which 
represent  the  cutting  edge  of  a  nation's  export  performance/  the 
success  of  the  American  effort  can  depend  on  the  effectiveness 
of  the  Export-Import  Bank  (Eximbank). 

THE  EXIMBANK:  POLICY  FLUCTUATION 

Over  the  past  ten  years,  the  effectiveness  and  scope  of  the 
Eximbank's  credit  and  insurance  programs  have  fluctuated 
considerably.  During  serious  balance  of  payments  difficulties  in 
the  mid  and  late  1960's,  for  example,  the  goals  and  range  of 
those  programs  were  relatively  narrow.  In  the  early  1970's,  by 
contrast,  they  began  to  expand  dramtically,  achieving  a  high 
rate  of  annual  growth  in  gross  authorizations.  Since  early  1974, 
however,  there  has  been  a  perceptible  shift  in  the  Bank's  focus 
back  toward  a  more  narrow  concept  of  a  governmentally- 
supported  export  credit  and  finance  institution. 

Such  shifts,  while  partially  attributable  to  the  Bank's 
interpretation  of  domestic  and  international  financial  and  eco- 
nomic conditions,  have,  nonetheless,  occasionally  been  counter- 
cyclical to  those  very  economic  conditions.  That  /the  current 
move  toward  a  narrower  view  of  the  Bank's  role  should  begin 
in  the  late  fall  of  1973,  following  the  oil  embargo,  exemplifies 
this  since  that  embargo,  more  than  any  other  single  event  in 
the  past  quarter  century,  underscored  the  priority  status  of 
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exporting  as  a  means  to  earn  foreign  exchange  to  purchase 
critical  imports. 

A  more  accurate  interpretation  of  the  variance  in  Exim  pro- 
grams over  the  past  decade  develops  in  the  political  context. 
Following  the  Smithsonian  currency  realignments  of  1971,  and 
subsequent  devaluation  of  the  dollar,  the  industrial  world's 
monetary  system  shifted  from  fixed  to  floating  exchange  rates. 
The  advent  of  floating  rates  saw  develop  within  the  Administra- 
tion a  debate  as  to  the  efficacy  and  necessity  of  governmentally- 
supported  export  credit  and  finance  programs.  This  on-going 
debate  centers  in  the  annual  recommendations  of  the  Office  of 
^Management  and  Budget  (OMB)  for  Exim's  commitment 
authorities. 

Concurrent  with  the  development  of  this  debate,  the  Bank 
became  increasingly  involved  in  the  foreign  policy  objectives 
of  the  Nixon  Administration.  In  particular,  the  role  of  Exim  in 
extending  credits  to  the  Soviet  Union  was  a  major  element  in 
the  controversy  surrounding  the  Jackson-Vanik  Amendment  to 
the  Trade  Act  of  1974.  The  result  was  that  the  Bank  came 
under  extreme  congressional  scrutiny  that  year  for  reasons  only 
tangential  bo  its  basic  purpose.2 

Buffeted  on  the  one  hand  by  close  congressional  scrutiny  and 
criticism  and  on  the  other  by  skepticism  from  major  elements 
within  the  Administration,  the  course  of  lesser  resistance  which 
Exim  has  chosen  to  follow  is  evidenced  in  Table  II  with  the 
sharp  relative  cutbacks  in  all  programs  since  1974.  While  that 
choice  is  politically  understandable,  its  practical  implementa- 
tion has  proven  harmful  to  American  international  business. 


2.  The  Jackson-Vanik  Amendment  to  the  Trade  Act  of  1974  sets  up  certain  criteria 
relating  to  emigration  and  human  freedom  as  a  prerequisite  t6  the  granting  to  a  com- 
munist country  of  Most-Favored-Nation  tariff  treatment  and  the  use  of  U.S.  export 
credit  and  finance  facilities.  Significant  loan  activity  by  the  Bank  to  the  U.S.S.R.  during 
the  extremely  controversial  period  in  which  the  Trade  Act  was  considered  resulted  in 
close  scrutiny  over  the  Bank's  activities.  This  resulted  in  a  series  of  restrictions  on  the 
Bank's  operations  in  relation  to  communist  countries,  and  an  additional  series  of  re- 
strictions on  the  Bank's  operations  worldwide. 
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Table  II 


$  BILLION 


AUTHORIZATIONS 
FY  70-76 

GROSS 
AUTHORIZATIONS 


1976 


THE  EXIMBANK:  CONGRESSIONAL  RESTRICTIONS 

The  Export-Import  Bank,  unlike  most  export  credit  and  finance 
agencies  abroad,  receives  neither  an  annual  appropriation  nor 
does  it  utilize  taxpayer  money.  Its  funds  are  raised,  as  are  those 
of  private  financial  institutions,  on  the  private  capital  market.4 
These  funds  raised  with  the  full  faith  and  credit  of  the  United 
States,  have  a  lower  rate  of  interest  than  if  they  were  raised  by  a 
private  institution.  This  lower  rate  represents  the  government's 
policy  decision  to  encourage  export  expansion.  Exim's  total 
funding  in  relation  to  either  total  government  borrowings  or  to 
foreign  borrowings  on  U.S.  capital  markets  are  minute.  Within 
that  very  small  figure,  the  effect  on  the  capital  markets  of  the 
margin,5  while  impossible  to  calculate,  is  clearly  infinitesimal. 

Pursuant  to  its  1974  legislation,  the  Export-Import  Bank  was 
included  in  this  fiscal  year  as  a  line  item  in  the  federal  unified 


3.  Source:  Eximbank  Record,  vol.  1,  No.  3,  July  1976,  Export-Import  Bank  of  the 
United  States,  Washington,  D.C.  Actual  figures  in  1970  and  in  current  dollars  are 
included  in  Appendix  I. 

4.  Exim's  funds  are  private  only  indirectly.  Its  borrowings  are  arranged  through  the 
Federal  Financing  Bank  and  the  U.S.  Treasury— which  borrows  on  private  capital 
markets. 

5.  The  margin  between  the  rate  at  which  a  private  institution  would  borrow  and  that 
at  which  the  government  does. 

6.  In  1975,  for  example,  Eximbank's  net  borrowings  represented  less  than  Vh  %  of 
government  borrowing. 
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budget.  It  had  previously  been  treated  as  an  "off-budget  agency" 
with  its  annual  authorization  limits  set  by  the  House  and  Senate 
Appropriations  Committees.  In  addition  to  being  part  of  the 
budget  even  though  its  funds  are  not  taxpayers'  money,  under 
the  government's  budgetary  procedures  loan  repayments  are 
not  treated  as  a  credit.  Beyond  this  seemingly  anomalous  sit- 
uation, the  effect  of  including  Exim  in  the  budget  raises  a 
possibility  that  future  payouts  of  current  commitments  could 
,  be  restricted  or  delayed  by  future  budget  actions.  Such  a  poten- 
tial eventuality  does  not  contribute  to  the  reputation  of  U.S. 
official  financing  as  a  steady  and  constant  element  in  the 
marketing  of  American  products  abroad. 

Eximbank  has  been  additionally  hampered  by  a  substantial 
ambiguity  in  its  congressional  charter:  it  is  required  on  the  one 
hand  to  be  competitive  with  foreign  governmentally-supported 
institutions  and,  on  the  other,  to  be  a  profitable  institution.  The 
"profitability"  portion  of  this  ambiguity  has  adversely  affected 
the  Bank's  ability  to  fulfill  the  "competitive"  requirement  of  its 
charter.  Because  it  is  obliged  to  charge  an  average  of  realistic, 
money-market  rates  to  cover  its  borrowing  costs,  it  has  gener- 
ally not  matched  the  flexibility  of  other  industrial  countries  in 
"special  cases".  In  addition,  Exim  can  extend  a  credit  only  when 
it  deems  there  is  a  "reasonable  assurance  of  repayment".  Over 
the  past  several  years  there  has  been  a  widely  varying  interpre- 
tation as  to  what  this  constitutes.  Instead  of  meeting  inter- 
national competition  head-on,  Exim's  efforts  to  fulfill  the 
"competitive"  requirement  of  its  mandate  have  come  largely 
through  efforts  to  mitigate  that  competition  through  negotiation. 

THE  EXIMBANK:  INTERNATIONAL  NEGOTIATIONS 

For  more  than  two  years,  Eximbank,  at  the  urging  of  the  Treas- 
ury Department,  has  been  involved  in  negotiations  with  the 
government-supported  export  finance  institutions  of  our  major 
competitors  in  world  markets.  A  preliminary  "Gentlemen's 
Agreement"  was  signed  in  September,  1974,  committing  the 
signatories,  in  principle,  to  a  floor  on  officially-supported 
export  finance  interest  rates.  In  June,  1976,  the  Eximbank  issued 
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a  unilateral  declaration,  subsequently  subscribed  to  by  most 
industrial  countries,  with  respect  to  minimum  interest  rates, 
repayment  terms,  and  maturities. 

These  negotiations  can  provide  the  cooperation  necessary  to 
avoid  a  pernicious  and  eventually  self-destructive  export  credit 
war  among  the  industrial  countries.  We  are,  nonetheless, 
concerned  with  the  focus  and  tenor  of  the  negotiations  for  these 
three  reasons: 

(1)  The  issues  under  discussion  are  too  few  and  too  narrow  in 
relation  to  export  financing  and  to  the  general  area  of  export 
subsidy  practices.  A  genuine  harmonization  of  rules  between 
national  export  financing  institutions  can  be  achieved  only  if 
the  resulting  agreement  addresses  a  wide  spectrum  of  the  sig- 
nificant issues  and  practices.  If  agreement  were  reached,  for 
example,  on  comprehensive  guidelines  for  official  export  finance 
institutions,  many  foreign  governments  would  be  able  to  ob- 
serve the  letter  of  the  agreement,  while  violating  its  spirit 
through  use  of  their  traditionally  multifaceted  and  more  flexible 
approach  to  export  financing.  Thus,  any  agreement  on  official 
export  financing  would  be  circumvented  to  the  extent  that 
foreign  governments  would  likely  continue  various  forms  of 
semi-official  support,  outside  the  area  defined  as  export 
finance.  If  such  semi-official  practices  are  to  be  limited  as  well, 
then  these  negotiations  should  take  place  in  the  wider  forums  of 
the  Multilateral  Trade  Negotiations  (MTN)  or  the  OECD.  Only 
in  this  wider  context  can  the  full  range  of  government  practices 
bearing  on  export  finance  be  effectively  explored. 

(2)  The  negotiating  position  of  the  Export-Import  Bank  has 
been  unrealistic.  Unless  the  Eximbank  is  at  least  willing  to 
maintain  its  current  programs  at  reasonable  levels,  then  other 
countries  will  be  able  to  offer  governmentally-supported  export 
finance  on  as  favorable  terms  as  they  wish,  with  impunity.  A 
restricted  scope  of  Exim  programs  and  level  of  activity  could 
thus  lead  to  more  official  financing  of  exports  by  others,  and 
eventually  then  by  us,  as  we  attempt  to  meet  the  expanded 
competitive  pressure  from  abroad.  A  strong  Eximbank  is  the 
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most  effective  bargaining  chip  available  in  our  efforts  to  reduce 
harmful  and  debilitating  export  credit  competition.  We  have 
grave  doubts  about  a  negotiating  position  based  on  the  expec- 
tation that  other  countries  will  respond  in  kind  to  unilateral 
concessions  by  the  United  States. 

(3)  The  June  1976  unilateral  declaration  was  issued  without 
any  substantive  or  meaningful  consultative  process.  It  will  be  in 
effect  for  one  year,  at  the  conclusion  of  which  the  apparent 
intention  is  to  evaluate  experience  under  it.  During  considera- 
tion of  the  Trade  Act  of  1974,  the  National  Chamber  developed 
detailed  recommendations,  reflected  in  the  enacted  law,  as  to 
how  government  and  industry  could  best  relate  to  each  other 
in  the  course  of  the  MTN.  This  advisory  structure,  with  clear 
obligations  on  the  part  of  business  and  government,  is  proving 
extremely  useful.  In  evaluation  of  the  unilateral  declaration  and 
in  future  significant  program  modifications,  the  Bank  should 
consider  making  use  of  a  formalized  consultation  process. 
Through  its  participation  in  such  consultations,  business  can 
better  understand  how  these  matters  relate  to  the  goals  of  the 
Bank.  For  its  part,  Eximbank  would  receive  unique  access  to 
the  technical  and  commercial  expertise  which  can  only  be  pro- 
vided by  the  private  sector. 

The  premise  that  significant  international  competition  in 
export  finance  can  be  substantially  mitigated  through  inter- 
national negotiations,  however,  strikes  us  as  naive.  Experience 
under  the  Berne  Union,  an  international  grouping  of  the  indus- 
trial nations  on  export  finance  issues,  is  informative.  It  has 
sought:  (1)  to  establish  criteria  for  national  export  finance 
institutions  as  to  the  eligibility  and  terms  of  official  support, 
and  (2)  facilitate  the  exchange  of  information  between  member 
countries  on  specific  authorizations.  The  Union  has  operated  on 
the  basis  of  a  series  of  informal  nonbinding  "understandings." 
The  nonbinding  nature  of  the  Union  has  produced  a  situation 
where  member  countries,  including  the  United  States,  have 
observed  the  "understandings"  only  when  it  clearly  served  their 
own  international  and  domestic  interests.  This  absence  of  a 
binding  commitment  has  resulted  in  a  lengthy  list  of  exceptions 
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to  the  "understanding/'  lending  the  Union  substantially  in- 
effective. 

Other  major  industrial  countries  regard  exports  and  exporting 
as  a  national  imperative.  While  the  export  sector  in  the  United 
States  is  comparatively  smaller  than  that  abroad,  it  is  worth 
noting  that  the  United  States  has  nonetheless  had  the  fastest 
rate  of  growth  in  this  area  over  the  past  15  years. 


U.S. 

RATIO  OF  EXPORTS  TO  GNP 

France      W.  Ger.        Italy          U.K. 

Japan 
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5.4 

14.2 
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16.1 

17.1 

9.0 

21.1 
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6.9 

16.8 

23.2 

20.3 

20.0 

12.2 

22.8 
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7.0 

21.3 

19.1 

11.4 

21.3 

A  country's  export  performance  is  the  result  of  a  close  and 
usually  effective  partnership  between  government  and  the 
private  sector— the  kind  of  partnership  we  have  not  seen,  and 
would  not  want  to  see  in  the  United  States.  Nonetheless,  other 
countries  will  undoubtedly  continue  to  compete  for  export 
sales,  providing  official  and  semi-official  support  in  many 
areas,  including  export  finance.  These  ongoing  negotiations, 
while  useful  in  mitigating  the  more  pernicious  aspects  of  this 
competition,  are  clearly  not  aimed  at,  nor  could  they  realis- 
tically accomplish,  the  total  elimination  pf  such  competition. 

THE  EXIMBANK:  RECOMMENDATIONS 

A  strong  and  effective  Eximbank  can  play  an  important  part  in 
the  future  success  of  the  American  export  effort  only  if  its  range 
of  programs  remains  reliable  and  its  level  of  funding  consistent. 
Our  emphasis  on  the  need  for  its  programs  and  policies  to  be 


7.  Source:  International  Economic  Indicators  and  Competitive  Trends,  Department  of 
Commerce,  Washington,  D.C.,  June,  1976. 
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consistent  and  reliable  does  not  imply  that  Exim  could  or  should 
exist  in  a  vacuum  untouched  by  either  international  economic 
events  or  significant  policy  actions  of  the  U.S.  Government.  On 
the  contrary,  it  must  respond  effectively  and  creatively  to 
economic  and  institutional  change.  It  cannot  do  so,  however, 
with  unnecessary  and  harmful  restrictions  on  its  operations  ' 
exacerbated  by  a  contradictory  and  ambiguous  charter.  Within 
this  context,  we  submit  the  following  recommendations  to 
amend  and  clarify  the  Export-Import  Bank  Act  of  1945  (as 
amended). 

I. 

The  Export-Import  Bank  Act  of  1945,  as  amended,  describes 
in  at  least  six  different  places  the  objectives  which  the  Bank 
should  follow  in  development  and  execution  of  its  policies  and 
programs.  These  six  objectives,  though  not  contradictory, 
create  considerable  ambiguity  as  to  what  are  the  primary  duties 
of  the  Bank  and  what  are  merely  secondary  obligations: 

(A)  Section  2(a)(1):  The  objects  and  purposes  of  the  Bank  shall  be 
to  aid  in  financing  and  to  facilitiate  exports  (and  imports)  and 
the  exchange  of  commodities  between  the  United  States  or  any  of 
its  territories  or  insular  possessions  and  any  foreign  country  or 
the  agencies  or  nationals  thereof. 

(B)  Section  2(b)(1)(A):  It  is  the  policy  of  the  United  States  to 
foster  expansion  of  exports  of  goods  and  related  services,  thereby 
contributing  to  the  promotion  and  maintenance  of  high  levels  of 
employment  and  real  income  and  to  the  increased  development  of 
the  productive  resources  of  the  United  States.  To  meet  this  ob- 
jective, the  Export-Import  Bank  is  directed,  in  the  exercise  of  its 
functions,  to  provide  guarantees,  insurance  and  extensions  of 
credit  at  rates  and  on  terms  and  other  conditions  which  are  com- 
petitive with  the  Government-supported  rates  and  terms  and  other 
conditions  available  for  the  financing  of  exports  from  the  prin- 
cipal countries  whose  exporters  compete  with  United  States 
exporters. 

(C)  Section  2(a)(1):  Net  earnings  of  the  Bank  after  reasonable 
provision  for  possible  losses  shall  be  used  for  payments  of 
dividends  on  capital  stock. 

(D)  Section  2(b)(1)(A):  The  Bank  shall  in  cooperation  with  the 
export  financing  instrumentalities  of  other  governments  seek  to 
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minimize  competition  in  government-supported  export  financing. 

(E)  Section  2(b)(1)(B):  It  is  further  the  policy  of  the  United  States 
that  loans  by  the  Bank  bear  interest  at  rates  determined  by  the 
Board  of  Directors,  taking  into  account  the  average  cost  of  money 
to  the  Bank  as  well  as  the  Bank's  mandate  to  support  United 
States  exports  at  rates  and  on  terms  and  conditions  which  are 
competitive  with  exports  of  other  countries. 

(F)  Section  2(b)(1)(B):  The  Bank,  in  the  exercise  of  its  functions, 
should  supplement  and  encourage,  not  compete  with,  private 
capital. 

These  are  all  important  objectives  which,  to  varying  degrees, 
are  today  being  carried  out.  There  is,  regrettably,  no  clear 
delineation  of  which  objectives  are  more  important  and  which 
should  be  emphasized  secondarily.  It  is  impossible  with  limited 
resources  and  manpower  to  meet  all  objectives  equally.  This 
lack  of  priorities  creates  the  policy  fluctuation  which  we  have 
earlier  described.  We  have  consequently  reorganized  these 
existing  mandates,  placed  them  in  appropriate  context,  and 
assigned  them  relative  priorities. 

We  recommend  amendment  of  the  Export-Import  Bank  Act 
of  1945  to  include  a  section  describing  the  purpose  of  the  Bank: 

The  Export-Import  Bank  is  an  independent,  self-sustaining 
agency  of  the  United  States  Government  whose  purpose  is  to 
foster  expansion  of  exports  of  U.S.  goods  and  services  through 
loans,  guarantees,  and  insurance.  In  carrying  out  this  purpose, 
the  Bank  should  use  its  resources  to: 

—Assure  that  U.S.  exporters  can  meet  governmentally-supported 
foreign  export  credit  competition  in  a  timely  manner; 

—  Assume  commercial  and  political  risks  that  are  not  generally 
undertaken  by  exporters  or  private  financial  institutions; 
—Overcome  maturity  limitations  in  private  bank  support  for 
export  financing;  and 

—  Provide  financing  at  fixed  rates  of  interest  and  lower  the  aver- 
age cost  of  credit  supporting  export  sales. 

After  due  consideration  to  the  above  objectives,  the  Bank 
should:  (1)  seek  to  encourage  and  not  compete  with  the  financ- 
ing of  exports  by  private  financial  institutions;  and  (2)  through 
cooperation   with    the   export   financing   instrumentalities   of 
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other  governments  seek  to  minimize  competition  in  govern- 
ment-supported export  financing. 

II. 

Section  3(d)  of  the  Export-Import  Bank  Act  of  1945  makes 
provision  for  an  Advisory  Committee,  appointed  by  the  Bank's 
Board  of  Directors,  that  is  broadly  representative  of  "produc- 
tion, commerce,  finance,  agriculture,  and  labor."  In  the  statute, 
the  only  specified  duty  of  the  Committee  is  to  meet  once  a  year, 
at  the  call  of  the  president  of  the  Bank.  Unfortunately,  its 
meetings  are  most  often  devoted  to  briefings  for  the  Advisory 
Committee,  rather  than  the  rendering  of  advice  by  it 

Over  the  past  several  years  there  have  been  significant  Exim 
policy  and  program  modifications  in  addition  to  the  series  of 
international  negotiations  with  other  industrial  countries  on 
export  finance  issues.  In  preparing  such  modifications  or  in 
developing  a  negotiating  position,  the  Bank  has  sought  the 
private  sector's  advice  through  two  principal  methods:  (1)  the 
management  of  the  Bank  has  encouraged  and  at  times  invited 
the  comments  of  the  private  sector  on  an  ad  hoc  basis  covering 
selected  issues;  and  (2)  in  its  semi-annual  competitiveness 
report  to  the  Congress,  the  Bank  is  mandated  to  contact  export- 
ers and  bankers  to  get  their  views  on  Exim  policies  and  programs. 

While  these  consultations  have  proven  useful,  their  effec- 
tiveness has  been  impaired  by  the  lack  of  obligations  on  the 
part  of  the  Bank  and  on  the  part  of  the  private  sector.  At  pres- 
ent, the  Bank  decides  on  which  issues  and  policies  and  in  which 
manner  it  will  consult,  while  the  private  sector  has  similar 
latitude  in  supplying  information. 

In  the  Trade  Act  of  1974  there  is  an  "obligational  framework" 
which  mandates  the  government  to  consult  with  the  advisory 
committees  on  all  major  initiatives  and  policies.8  On  the 
private  sector  side,  appropriate  advice  and  information,  both 
technical  and  at  a  policy  level,  are  available  to  the  government 
on  a  timely  basis.  The  system  has  worked  well  and  is  an  ex- 
ample which  can  be  adapted  to  the  requirements  of  the  Export- 
Import  Bank. 
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At  present,  there  is  an  overabundance  of  advisory  commit- 
tees to  the  federal  government  on  an  enormous  range  of  issues. 
We  have  no  desire  to  see  the  number  of  these  committees  pro- 
liferate. Our  recommendations,  which  follow,  thus  attempt  to 
structure  a  workable  advisory  mechanism  within  the  context 
of  the  current  advisory  committee. 

We  recommend  amendment  of  Section  3(d)  of  the  Act  to 
make  the  following  specific  provisions: 

(A)  The  Advisory  Committee  to  the  Export-Import  Bank  would 
be  expanded  from  9  to  18  members.  The  scope  of  membership 
would  remain  as  in  current  law.  Its  express  purpose  would  be  to 
render  advice  on  (1)  effectiveness  of  the  Bank,  (2)  major  policy 
changes,  (3)  major  program  changes,  and  (4)  participation  in 
international  negotiations. 

(B)  Eighteen  member  Policy  Advisory  Subcommittees,  to  report 
to  the  Advisory  Committee,  would  be  established  for  exporters, 
for  bankers,  for  small  business  and  for  such  other  groups  deemed 
necessary  by  the  President  of  the  Export-Import  Bank.  Their 
purpose  would  be  to  report  to  the  Advisory  Committee  the  effect 
of  changes  in  policy  and  programs  and  participation  in  inter- 
national negotiations  on  their  respective  sectors. 

(C)  Staff,  information,  personnel,  and  administrative  services  and 
assistance  should  be  provided  as  may  reasonably  be  required  to 
carry  out  the  activities  of  the  Advisory  Committee  and  the  policy 
advisory  subcommittees. 

(D)  Activities  of  the  Advisory  Committee  and  the  Policy  Advi- 
sory Subcommittees,  insofar  as  they  deal  with  confidential  infor- 
mation and  commercially  sensitive  information,  would  be  exempt 
from  the  Freedom  of  Information  Act  requirements  of  the  Federal 
Advisory  Committee  Act. 

(E)  The  Advisory  Committee  would  have  the  authority  to  issue 
to  Congress  and  the  Executive  Branch  such  reports  as  it  deemed 
appropriate. 


8.  See  Appendix  II:  Section  135,  "Advice  from  the  Private  Sector,"  Trade  Act  of  1974, 

(PL  93-618). 
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III. 

The  Export-Import  Bank  Amendments  of  1975  and  the  Trade 
Act  of  1974  combine  to  place  special  restrictions  on  (a)  finan- 
cing of  large  transactions9  to  all  countries,  (b)  financing  of 
trade  with  communist  countries,  and  (c)  financing  of  trade  with 
the  Soviet  Union.  These  restrictions,  which  developed  in  the 
special  atmosphere  of  1974  (see  footnote  3),  were  based  on 
three  concerns  of  the  Congress: 

(A)  Expansion  of  trade  with  communist  countries,  especially  the 
Soviet  Union,  should  be  contingent  on  their  commitment  to  freer 
emigration  policies. 

(B)The  Bank  had  developed  too  much  exposure  in  the  Soviet 
Union  too  quickly.  On  the  horizon  at  the  time  were  several 
large  projects,  including  a  multi-billion  dollar  Siberian  energy 
development  project.  Congress  was  clearly  concerned  that  such 
enormous  commitments  would  go  forward  with  only  the  ap- 
proval of  the  Bank's  Board  of  Directors. 

(C)The  Bank  had  expanded  too  quickly  without  adequate 
Congressional  supervision  or  scrutiny. 
As  a  result  of  those  concerns  the  Congress  enacted  several  re- 
strictions, in  addition  to  those  then  already  existing,  which 
have  been  a  negative  impact  on  the  competitive  ability  of  the 
Eximbank  in  both  communist  and  noncommunist  markets. 
Governmentally-supported  financing  of  East-West  trade,  like 
governmentally-supported  financing  of  trade  with  other  blocs 
of  nations,  is  clearly  in  our  national  interest.  If  the  export 
license  process  reaches  the  conclusion  that  an  export  is  in  the 
national  interest,  then  financing  of  that  export  should  be  given 
consideration,  regardless  of  destination. 

The  Soviet  Union  found  trading  under  the  restrictions  out- 
lined above  unacceptable.  Shortly  after  President  Ford  signed 
the  Eximbank  Amendments  and  the  Trade  Act,  the  U.S.S.R. 
announced  that  those  laws  constituted  abrogation  of  the  U.S.- 
Soviet Commercial  Agreement  of  1972.  It  is  not  an  unrelated 
coincidence  that  shortly  thereafter,  the  Soviet  Union  con- 
cluded several  billion  dollars  of  contracts  with  the  U.K.  and 


9.  In  this  section,  "transaction"  is  defined  as  loan,  financial  guarantee  or  combination 
thereof. 
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France,  transactions  contingent  on  the  financing  that  those 
two  countries  could  provide. 

We  support  the  aims  of  the  Jackson- Vanik  Amendment;  our 
disagreement  is  with  its  approach.  It  has  been  and  continues  to 
be  our  belief  that  MFN  and  export  financing,  subject  to  care- 
fully prescribed  review  procedures,  can  do  more  to  promote 
respect  for  the  United  States  and  its  commitment  to  human 
rights,  than  has  the  curtailment  of  normal  commercial  relations 
stemming  from  the  restrictive  provisions  of  the  Trade  Act  and 
the  Eximbank  Amendments. 

The  nub  of  the  disagreement,  the  provisions  of  the  Jackson- 
Vanik  Amendment,  goes  beyond  the  purview  of  the  Eximbank 
Act.  It  is  clear  that  resolution  of  this  problem  can  only  be 
accomplished  in  the  larger  context  of  U.S.-Soviet  relations,  a 
matter  for  the  Administration  and  the  Congress  to  resolve 
jointly. 

Beyond  that  issue,  we  recommend  that  the  Eximbank  Act  be 
amended  in  two  principal  ways: 

(A)  Deletion  of  restrictions  which  apply  only  to  the  financing  of 
trade  with  Communist  Countries. 

Beyond  reasons  of  security,  it  is  inappropriate  to  single  out 
any  one  group  of  countries  for  special  restrictions.  The  security 
aspects  of  ouf  trade  with  communist  countries  is  capably 
handled  by  the  Office  of  Export  Control  at  the  Commerce  De- 
partment. Once  that  office  had  decided  that  an  export  license 
should  be  issued,  additional  restrictions  are  needlessly  discrim- 
inatory. Moreover,  since  financing  remains  a  deciding  factor  in 
international  sales,  such  restrictions  represent  a  deterrent  to 
the  marketing  of  American  goods. 

(B)  Deletion  of  restrictions  which  put  Congress  in  the  role  of 
day-by-day  management  of  the  Bank. 

In  1974,  when  mechanisms  were  enacted  which  put  the  Con- 
gress in  the  role  of  being  a  "loan  committee  of  535,"  we  warned 
that  such  a  process  would  intimidate  foreign  customers  from 
considering  American  products.  It  has  been  our  experience  that 
such  intimidation  has  resulted.  We  support  the  concept  that 
the  Congress  should  exercise  active  and  responsible  oversight 
functions  relative  to  the  Bank.  This  can  be  accomplished  through 
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(1)  annual  hearings  before  the  House  and  Senate  Appropria- 
tions Committees  recommendation  IV,  (2)  annual  oversight 
hearings  before  the  House  and  Senate  Banking  Committees, 
and  (3)  periodic  charter  renewal  legislation.  Through  these 
opportunities,  Congress  can  set  the  policies  which  the  Bank 
would  be  responsible  for  executing  without  the  use  of  an  in- 
effective and  unwieldy  loan  committee  of  535. 

IV. 

In  August  1971,  legislation  was  enacted  which  excluded  the 
"receipts  and  disbursements"  of  the  Eximbank  from  the  "totals 
of  the  Budget  of  the  United  States  Government."10  In  January 
1975,  this  provision  was  deleted  from  law.11 

The  National  Chamber  has  and  continues  to  be  a  strong 
supporter  of  effective  congressional  oversight  relative  to  the 
budgetary  process.  Only  through  such  oversight  can  strict 
control  be  maintained  on  direct  and  indirect  government 
spending  programs.  Inclusion  of  the  Export-Import  Bank  in  the 
unified  budget  is,  however  anomalous  for  these  reasons: 

(A)  The  Eximbank  uses  no  taxpayer  money  nor  does  it  receive  an 
annual  appropriation. 

(B)  When  included  in  the  budget,  its  commitments  are  treated, 
under  federal  accounting  definitions,  like  any  expenditure  of  the 
federal  government;  salaries,  capital  goods,  missile  defense 
systems. 

(C)  Exim  loans,  unlike  those  other  expenditures,  are  repaid  with 
interest. 

(D)  These  repayments  are  not  credited  against  disbursements. 

(E)  Inclusion  in  the  budget  results  in  harmful  uncertainty  regard- 
ing future  commitments  and  disbursements  because  of  undeter- 
mined future  budget  ceilings  or  overall  restrictions. 

The  lending  and  borrowing  levels  of  the  Export-Import  Bank 
and  its  responsible  operation  are  clearly  proper  congressional 
concerns.  Including  its  loan,  guarantee,  and  insurance  programs 
in  the  unified  budget— as  a  line  item— is  not,  however,  the  most 
efficient  way  of  achieving  this  goal.  Between  1971  and  1975, 


10.  PL  92-126,  August  15, 1971. 

11.  PL  93-646,  January  4, 1975. 
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when  Exim  was  not  included  in  the  budget,  its  annual  authori- 
zation limits  were  set  as  part  of  the  appropriations  process  to 
which  all  government  agencies  are  and  should  be  subject.  In 
this  manner,  the  House  and  Senate  Appropriations  Commit- 
tees were  able  to  exercise  active  annual  scrutiny  over  lending 
levels,  programs,  and  other  activities  of  the  Eximbank.  Such  a 
system,  which  proved  effective  during  the  earlier  part  of  this 
decade,  would  constitute  comprehensive  congressional  control 
over  the  Bank  and  its  lendings  and  borrowings— without  the 
anomaly  of  its  inclusion  in  the  unified  budget. 

The  Export-Import  Bank  Act  should  be  amended  to  include  a 
Section  2(a)(2),  similar  to  that  deleted  in  1975,12  excluding  the 
Export-Import  Bank  from  the  federal  unified  budget. 

V. 

The  importance  of  exporting  as  a  part  of  the  U.S.  economy 
has  increased  measurably  over  the  past  several  years.  As  the 
chart  below  indicates,  while  the  ratio  of  exports  to  production 
of  goods  remained  fairly  constant  during  the  1960's,  it  has  re- 
cently increased  dramatically.  The  growth  in  the  American 
ratio  has  in  fact  been  the  fastest  of  any  of  the  industrial  countries 
over  the  last  decade. 


RATIO  OF  EXPORTS  TO  PRODUCTION  OF  GOODS  Table  IVJ3 
U.S.         France      W.  Ger.        Italy          U.K.         Japan      Canada 

I960 

11.5 

23.4 

31.2 

27.6 

38.5 

18.8 

42.9 

1968 

12.1 

24.6 

39.0 

38.7 

45.3 

21.2 

63.3 

1969 

12.6 

26.3 

39.2 

40.2 

48.8 

21.9 

64.1 

1970 

14.4 

30.8 

38.5 

40.1 

47.8 

22.6 

70.3 

1971 

14.1 

32.0 

38.9 

42.9 

51.0 

26.6 

70.2 

1972 

14.3 

32.9 

39.9 

45.7 

48.9 

25.0 

71.2 

1973 

17.8 

35.1 

42.8 

45.0 

52.5 

22.4 

74.7 

1974 

23.8 

53.0 

58.7 

30.4 

82.5 

12.  See  Appendix  III  Section  2(a)(2),  Export-Import  Bank  of  1945,  as  amended 
(deleted  January,  1975). 

13.  Source:  U.S.  Department  of  Commerce,  op.  cit.  Ratio  measured  in  terms  of 
current  prices.  Production  covers  all  goods  originating  in  agriculture,  forestry,  hunting, 
fishing,  mining,  quarrying,  and  manufacturing— i.e.,  the  sum  of  national  accounts 
industry  components  on  a  value  added  basis  excluding  transportation,  wholesaling, 
retailing,  other  services,  and  government  enterprises. 
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The  Eximbank  was  capitalized  in  1945  with  an  original  ap- 
propriation by  the  Congress  of  one  billion  dollars.  Additions  to 
its  capital  and  reserves,  currently  2.624  billion  dollars  (June  30/ 
1975),  have  been  made  through  the  income  which  the  Bank  has 
earned  over  the  past  thirty  years. 

Over  the  past  ten  years,  Exim's  total  commitments  have 
increased  over  300  percent  while  capital  and  reserves  less  than 
25  percent.14  Over  the  past  five  years  alone,  U.S.  exports  have 
increased  almost  120  percent.  Projections  indicate  that  this  rate 
of  growth  will  continue  at  a  similar  level  or  higher  over  the 
next  five  years.15 

As  was  illustrated  in  Table  II,  however,  there  has  been  a 
sharp  relative  and,  in  constant  dollars,  absolute  decline  in  the 
level  of  support  that  Eximbank  has  given  to  American  exporters. 
Much  of  this  reflects  the  Bank's  desire  (1)  to  increase  income  and 
thereby  reserves  and  (2)  make  new  commitments  at  rates 
significantly  higher  than  the  average  cost  of  money  to  balance 
them  with  the  earlier  ones  at  lower  rates.  While  we  do  not  agree 
with  those  who  maintain  that  the  Bank  is  currently  under- 
capitalized or  in  a  precarious  financing  position,  we  do  note 
that  if  Eximbank  continues  to  adopt  policies  with  the  primary 
aim  of  increasing  income,  then  its  role  and  scope  in  support  of 
U.S.  exports  will  be  comparatively  and  absolutely  diminished. 
Such  a  trend  is  already  evident: 


14.  Annual  Report  1975,  Eximbank. 

15.  U.S.  Department  of  Commerce,  op.  cit. 
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MHHB  Exim  Total  Authorizations  in  1970  Dollars  (Billions) 16 
Exports  /  GNP  Ratio  ! 7 

As  exports  and  their  importance  to  the  American  economy 
continue  to  increase,  as  show  in  Table  V,  the  Eximbank,  with 
its  current  reserve  capacity,  will  be  able  to  finance  only  a 
smaller  portion  of  that  percentage  of  U.S.  exports  requiring 
official  support.  The  long-term  effect  on  the  American  export 
effort  is  obviously  negative. 


16.  International  Financial  Statistics,  Tables  for  the  United  States,  Line  74,  International 
Monetary  Fund,  Washington,  D.C. 

17.  U.S.  Department  of  Commerce,  Op.  Cit. 
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One  the  other  hand,  if,  as  we  believe,  the  Eximbank  should  at 
least  maintain  its  current  level  of  support  for  American  exports, 
then  it  will  require  increased  reserve  capacity  over  the  coming 
years. 

We  recommend  that  Congress  authorize  an  additional  one 
billion  dollars  of  capitalization  for  the  Export-Import  Bank. 

The  appropriation  would  not  entail  the  appropriation  of  all . 
of  these  funds  for  use  in  the  lending  programs.18  Rather,  most 
of  the  billion  could  be  considered  a  contingent  liability  of  the 
United  States  Government,  much  the  same  as  are  the  "callable" 
portions  of  the  U.S.  contributions  to  multilateral  lending  in- 
stitutions. In  this  manner,  the  authorization  would  have  a 
minimal  inflationary  and  financial  impact. 

VI. 

With  no  definite  dividing  line  between  commercial  lending 
and  development  assistance  lending,  one  of  the  most  serious 
problems  for  U.S.  export  financing  has  become  a  growing  vacu- 
um in  export  credits  to  higher-risk  developing  countries.  Be- 
tween AID  credits,  which  stretch  over  decades  at  low  rates, 
and  Exim  credits,  at  a  maximum  of  10  years  at  close  to  market 
rates,  runs  a  "gray  area"  of  commercial  and  concessional 
financing. 

Countries  such  as  the  U.K.,  Japan,  and  France  have  success- 
fully operated  in  this  area  mixing  concessional  funding  from 
their  development  assistance  programs  along  with  more  tradi- 
tional export  finance  credits  from  official  governmental  agencies. 
The  Eximbank  has  been  unwilling  and  unable  to  match  some  of 
the  more  extreme  examples  of  these  "mixed  credits"— nor  do 
we  believe  it  should.  The  Exim  is  not  a  development  assistance 
agency  and  it  should  not  become  one. 

The  question  of  mixed  credits  is  nonetheless  one  of  the  most 
vexing  in  the  international  negotiations  on  export  finance 
issues.  Even  though  these  negotiations  will  undoubtedly  con- 
tinue over  a  protracted  period,  we  believe  they  represent  a 
sounder  long-term  solution  than  is  the  reorganization  of  Exim 


18.  See  Appendix  IV.  Section  4  of  the  Export-Import  Bank  Act  illustrates  how  the 
Bank's  original  one  billion  dollars  was  capitalized. 
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into  a  quasi-aid  agency,  lending  on  a  regular  basis  at  less  than 
its  cost  of  money.  In  the  meantime,  however,  there  may  be 
certain  instances  in  which  the  Exim  should  match  mixed  credit 
competition,  but  these  situations  would  clearly  be  exceptions. 

Outside  of  such  cases,  it  is  imperative  that  the  Bank  partici- 
pate more  effectively  and  meaningfully  in  the  financing  of 
trade  with  the  developing  world  for  these  two  reasons: 

(A)  For  many  years,  the  United  States'  development  policy  has 
paid  lip  service  to  the  maxim,  "trade,  not  aid."  Implementation  of 
this  philosophy  requires  a  more  significant  role  by  the  Eximbank 
in  the  financing  of  trade  with  the  developing  world.  The  United 
States  and  the  rest  of  the  industrial  world  must  see  that  those 
countries  have  the  opportunity  to  become  full  partners  in  a  stable 
and  open  world  economy.  The  American  experience  indicates 
that  this  can  and  should  only  be  accomplished  through  encour- 
aging the  LDCs  to  earn  enough  of  a  stake  in  the  international 
system  to  have  a  commensurate  and  compelling  interest  in  its 
continued  economic  and  political  stability. 

(B)  From  the  viewpoint  of  our  national  self-interest,  the  LDCs 
represent  the  markets  of  the  future.  Those  markets  must  now  be 
assiduously  cultivated  so  that  as  they  expand  so  will  the  Ameri- 
can share  of  their  imports.  They  must  be  cultivated  in  situations 
where  there  is  intense  competition  and  in  situations  absent  such 
competitions,  but  with  potential  for  significant  market  devel- 
opment. 

In  1968,  the  Congress  allotted  $500  million  for  the  Eximbank 
to  use  as  an  Export  Expansion  Facility.  It  was  to  be  used  in 
special  instances  where  there  was  either  high  risk  or  it  was  a 
particularly  important  project  which  might  not  otherwise  be 
officially  supported.  We  believe  this  is  a  useful  concept  which 
can  be  employed  in  this  area. 

We  recommend  that  $500  million  of  the  additional  one 
billion  dollars  of  capitalization  (see  recommendation  V)  be 
specifically  allocated  for  the  Eximbank  to  finance  exports  to 
developing  countries.  While  the  terms  and  repayment  periods 
should  be  similar  to  those  generally  authorized  by  the  Bank,  it 
should  be  understood  that  primary  purposes  of  the  Fund  would 
be  to  (1)  provide  financing  of  U.S.  exports  to  countries  or  in 
situations  which  might  otherwise  be  considered  overly  risky, 
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and  (2)  provide  financing  in  those  few  instances  where  it  was 
deemed  in  the  national  interest  to  match  "mixed  credits." 


APPENDIX  I 
EXPORT-IMPORT  BANK  AUTHORIZATIONS 

($  million) 
1970         1971  1972         1973         1974  1975         1976 


(current  dollars)1 

Total 

3968.1 

5396.5 

7230.3 

8514.3 

9099.5 

8314.9 

8616.7 

Direct  Loans 

1533.5 

1817.3 

2226.5 

2311.5 

3768.5 

2533.9 

2143.9 

Financial  Guarantees- 

330.0 

1076.7 

1219.8 

1529.7 

1191.0 

1010.0 

1096.6 

Discount  Loans 

584.2 

522.4 

988.6 

1639.6 

923.5 

1111.9 

1180.0 

CFF 

91.1 

22.4 

69.5 

212.6 

212.6 

166.8 

144.6 

Insurance 

1145.7 

1614.8 

2202.3 

2601.3 

2601.3 

2928.9 

3526.6 

Regular  Guarantees2 

245.4 

302.9 

493.4 

323.9 

323.9 

422.7 

525.0 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

(1970  dollars)3 

Factor 

1.000 

1.017 

1.061 

1.243 

1.555 

1.758 

1.812 

Total 

3968.1 

5083.2 

6810.6 

6847.6 

5851.8 

4729.7 

4755.4 

Direct  Loans 

1533.5 

1429.2 

2097.3 

1859.0 

2423.5 

1441.4 

1183.2 

Financial  Guarantees 

330.0 

1014.2 

1149.0 

1230.3 

765.9 

574.5 

605.2 

Discount  Loans 

584.2 

492.1 

931.2 

1319.1 

593.9 

632.5 

651.2 

CFF 

91.1 

211.0 

65.6 

171.0 

136.7 

94.9 

79.8 

Insurance 

1145.7 

1521.1 

2074.5 

2092.1 

1672.9 

1666.0 

1946.2 

Regular  Guarantees 

245.4 

285.3 

464.8 

260.5 

208.3 

240.4 

289.7 

1.  Source:  Eximbank  Record  July,  1976,  and  Eximbank  Annual  Reports  for  1974  and 
1975,  Export-Import  Bank  of  the  United  States,  Washington,  D.C. 

2.  Eximbank  Record  omits  "other  guarantees"  cited  in  Annual  Reports— about  $5-15 
million  difference  each  year.  For  consistency,  these  other  guarantees  also  excluded  from 
table.  Note  also  FY  75  financial  guarantees  cited  in  Record  do  not  correspond  to  Annual 
Report  for  FY  75. 

3.  Source:  "International  Financial  Statistics",  Tables  for  U.S.,  line  74,  International 
Monetary  Fund,  Washington,  D.C. 
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APPENDIX  II 

Trade  Act  of  1974  (PL  93-618) 
Sections  135  (Advice  from  the 
Private  Sector) 

SEC.  135.  ADVICE  FROM  PRIVATE 
SECTOR. 

(a)  The  President,  in  accordance  with  the 
provisions  of  this  section,  shall  seek  informa- 
tion and  advice  from  representative  elements 
of  the  private  sector  with  respect  to  negoti- 
ating objectives  and  bargaining  positions  be- 
fore entering  into  a  trade  agreement  referred 
to  in  section  101  or  102. 

(b)  (1)  The  President  shall  establish  an  Ad- 
visory Committee  for  Trade  Negotiations  to 
provide  overall  policy  advice  on  any  trade 
agreement  referred  to  in  section  101  or  102. 
The  Committee  shall  be  composed  of  not 
more  than  45  individuals,  and  shall  include 
representatives  of  government,  labor,  indus- 
try, agriculture,  small  business,  service  indus- 
tries, retailers,  consumer  interests,  and  the 
general  public. 

(2)  The  Committee  shall  meet  at  the  call  of 
the  Special  Representative  for  Trade  Negotia- 
tions, who  shall  be  the  Chairman.  The  Com- 
mittee shall  terminate  upon  submission  of  its 
report  required  under  subsection  (e)  (2).  Mem- 
bers of  the  Committee  shall  be  appointed  by 
the  President  for  a  period  of  2  years  and  may 
be  reappointed  for  one  or  more  additional 
periods. 

(3)  The  Special  Representative  for  Trade 
Negotiations  shall  make  available  to  the 
Committee  such  staff,  information,  person- 
nel, and  administrative  services  and  assistance 
as  it  may  reasonably  require  to  carry  out  its 
activities. 

(c)  (1)  The  President  may,  on  his  own  ini- 
tiative or  at  the  request  of  organizations 
representing  industry,  labor,  or  agriculture, 
establish  general  policy  advisory  committees 
for  industry,  labor,  and  agriculture,  respec- 
tively, to  provide  general  policy  advice  on 
any  trade  agreement  referred  to  in  section  101 
or  102.  Such  committees  shall,  insofar  as  prac- 
ticable, be  representative  of  all  industry,  labor, 
or  agricultural  interests  (including  small  busi- 
ness interests),  respectively,  and  shall  be  or- 
ganized by  the  President  acting  through  the 
Special  Representative  for  Trade  Negotiations 


and  the  Secretaries  of  Commerce,  Labor,  and 
Agriculture,  as  appropriate. 

(2)  The  President  shall,  on  his  own  initia- 
tive or  at  the  request  of  organizations  in  a  par- 
ticular sector,  establish  such  industry,  labor, 
or  agricultural  sector  advisory  committees  as 
he  determines  to  be  necessary  for  any  trade 
negotiations  referred  to  in  section  101  or  102. 
Such  committees  shall,  so  far  as  practicable, 
be  representative  of  all  industry,  labor,  or 
agricultural  interests  including  small  business 
interests  in  the  sector  concerned.  In  organizing 
such  committees  the  President,  acting  through 
the  Special  Representative  for  Trade  Negotia- 
tions and  the  Secretary  of  Commerce,  Labor, 
or  Agriculture,  as  appropriate,  (A)  shall  con- 
sult with  interest  private  organizations,  and 
(B)  shall  take  into  account  such  factors  as  pat- 
terns of  actual  and  potential  competition  be- 
tween United  States  industry  and  agriculture 
and  foreign  enterprise  in  international  trade, 
the  character  of  the  nontariff  barriers  and 
other  distortions  affecting  such  competition, 
the  necessity  for  reasonable  limits  on  the 
number  of  such  product  sector  advisory  com- 
mittees, the  necessity  that  each  committee  be 
reasonably  limited  in  size,  and  that  the  prod- 
uct lines  covered  by  each  committee  be  rea- 
sonably related. 

(d)  Committees  established  pursuant  to 
subsection  (c)  shall  meet  at  the  call  of  the  Spe- 
cial Representative  for  Trade  Negotiations, 
before  and  during  any  trade  negotiations,  to 
provide  the  following: 

(1)  policy  advice  on  negotiations; 

(2)  technical  advice  and  information  on 
negotiations  on  particular  products  both 
domestic  and  foreign;  and 

(3)  advice  on  other  factors  relevant  to 
positions  of  the  United  States  in  trade 
negotiations. 

(e)  (1)  The  Advisory  Committee  for  Trade 
Negotiations,  each  appropriate  policy  advi- 
sory committee,  and  each  sector  advisory 
committee,  if  the  sector  which  such  committee 
represents  is  affected,  shall  meet  at  the  con- 
clusion of  negotiations  for  each  trade  agree- 
ment entered  into  under  this  Act,  to  provide 
to  the  President,  to  Congress,  and  to  the  Spe- 
cial Representative  for  Trade  Negotiations  a 
report  on  such  agreement.  The  report  of  the 
Advisory  Committee  for  Trade  Negotiations 
and  each  appropriate  policy  advisory  com- 
mittee shall  include  an  advisory  opinion  as  to 
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whether  and  to  what  extent  the  agreement 
promotes  the  economic  interests  of  the  United 
States  and  the  report  of  the  appropriate  sector 
committee  shall  include  an  advisory  opinion 
as  to  whether  the  agreement  provides  for 
equity  and  reciprocity  within  the  sector. 

(2)  The  Advisory  Committee  for  Trade 
Negotiations,  each  policy  advisory  commit- 
tee, and  each  sector  advisory  committee  shall 
issue  a  report  to  the  Congress  as  soon  as  is 
practical  after  the  end  of  the  period  which 
ends  5  years  after  the  date  of  enactment  of 
this  Act.  The  report  of  the  Advisory  Commit- 
tee for  Trade  Negotiations  and  each  policy 
advisory  committee  shall  include  an  advisory 
opinion  as  to  whether  and  to  what  extent 
trade  agreements  entered  into  under  this  Act, 
taken  as  a  whole,  serve  the  economic  interests 
of  the  United  States.  The  report  of  each  sector 
advisory  committee  shall  include  an  advisory 
opinion  on  the  degree  to  which  trade  agree- 
ments entered  into  under  this  Act  which  affect 
the  sector  represented  by  each  such  commit- 
tee, taken  as  a  whole,  provide  for  equity  and 
reciprocity  within  that  sector. 

(f )  The  provisions  of  the  Federal  Advisory 
Committee  Act  (Public  Law  92-463)  shall 
apply - 

(1)  to  the  Advisory  Committee  for 
Trade  Negotiations  established  pursuant 
to  subsection  (b);  and 

(2)  to  all  other  advisory  committees 
which  may  be  established  pursuant  to 
subsection  (c);  except  that  the  meetings  of 
advisory  groups  established  under  sub- 
section (c)  shall  be  exempt  from  the  re- 
quirements of  subsections  (a)  and  (b)  of 
section  10  and  section  11  of  the  Federal 
Advisory  Committee  Act  (relating  to 
open  meetings,  public  notice,  public  par- 
ticipation, and  public  availability  of  doc- 
uments), whenever  and  to  the  extent  it  is 
determined  by  the  President  or  his  desig- 
nee that  such  meetings  will  be  concerned 
with  matters  the  disclosure  of  which 
would  seriously  compromise  the  Govern- 
ment's negotiating  objectives  or  bargain- 
ing positions  on  the  negotiation  of  any 
trade  agreement. 

(g)  (1)  (A)  Trade  secrets  and  commercial 
or  financial  information  which  is  privileged 
or  confidential,  submitted  in  confidence  by 
the  private  sector  to  officers  or  employees  of 
the  United  States  in  connection  with  trade 


negotiations,  shall  not  be  disclosed  to  any 
person  other  than  to— 

(i)  officers  and  employees  of  the  United 
States  designated  by  the  Special  Repre- 
sentative for  Trade  Negotiations,  and 

(ii)  members    of    the    Committee    on 
Ways  and  Means  of  the  House  of  Repre- 
sentatives and  the  Committee  on  Finance 
of  the  Senate  who  are  accredited  as  offi- 
cial advisers  under  section  161  (a)  or  are 
designated  by  the  chairman  of  either  such 
committee  under  section  161  (b)  (2),  and 
members  of  the  staff  of  either  such  com- 
mittee designated  by  the  chairman  under 
section  161  (b)  (s),  for  use  in  connection 
with   negotiation  of  a  trade  agreement 
referred  to  in  section  101  or  102. 
(B)  Information,  other  than  that  described 
in  paragraph  (A),  and  advice  submitted  in 
confidence  by  the  private  sector  to  officers  or 
employees  of  the  United  States,  to  the  Advi- 
sory Committee  for  Trade  Negotiations  or  to 
any  advisory  committee  established   under 
subsection  (c),  in  connection  with  trade  nego- 
tiations, shall  not  be  disclosed  to  any  person 
other  than  — 

(i)  the  individuals  described  in  sub- 
paragraph (A),  and 

(ii)  the  appropriate  advisory  commit- 
tees established  under  this  section. 
(2)  Information  submitted  in  confidence  by 
officers  or  employees  of  the  United  States  to 
the  Advisory  Committee  for  Trade  Negotia- 
tions, or  to  any  advisory  committee  estab- 
lished under  subsection  (c),  shall  not  be 
disclosed  other  than  in  accordance  with  rules 
issued  by  the  Special  Representative  for  Trade 
Negotiations  and  the  Secretary  of  Commerce, 
Labor,  or  Agriculture,  as  appropriate,  after 
consultation  with  the  relevant  advisory  com- 
mittees established  under  subsection  (c).  Such 
rules  shall  define  the  categories  of  informa- 
tion which  require  restricted  or  confidential 
handling  by  such  committee  considering  the 
extent  to  which  public  disclosure  of  such 
information  can  reasonably  be  expected  to 
prejudice  United  States  negotiating  objectives. 
Such  rules  shall,  to  the  maximum  extent  fea- 
sible, permit  meaningful  consultations  by 
advisory  committee  members  with  persons 
affected  by  proposed  trade  agreements. 

(h)  The  Special  Representative  for  Trade 
Negotiations,  and  the  Secretary  of  Commerce, 
Labor,  or  Agriculture,  as  appropriate,  shall 
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provide  such  staff,  information,  personnel, 
and  administrative  services  and  assistance  to 
advisory  committees  established  pursuant  to 
subsection  (c)  as  such  committees  may  rea- 
sonably require  to  carry  out  their  activities, 
(i)  It  shall  be  the  responsibility  of  the  Spe- 
cial Representative  for  Trade  Negotiations,  in 
conjunction  with  the  Secretary  of  Commerce, 
Labor,  or  Agriculture,  as  appropriate,  to 
adopt  procedures  for  consultation  with  and 
obtaining  information  and  advice  from  the 
advisory  committees  established  pursuant  to 
subsection  (c)  on  a  continuing  and  timely 
basis,  both  during  preparation  for  negotia- 
tions and  actual  negotiations.  Such  consulta- 
tion shall  include  the  provision  of  information 
to  each  advisory  committee  as  to  (1)  sig- 
nificant issues  and  developments  arising  in 
preparation  for  or  in  the  course  of  such  nego- 
tiations, and  (2)  overall  negotiating  objectives 
and  positions  of  the  United  States  and  other 
parties  to  the  negotiations.  The  Special  Repre- 
sentative for  Trade  Negotiations  shall  not  be 
bound  by  the  advice  or  recommendations  of 
such  advisory  committees  but  the  Special 
Representative  for  Trade  Negotiations  shall 
inform  the  advisory  committees  of  failures  to 


accept  such  advice  or  recommendations,  and 
the  President  shall  include  in  his  statement  to 
the  Congress,  required  by  section  163,  a  re- 
port by  the  Special  Representative  for  Trade 
Negotiations  on  consultation  with  such  com- 
mittees, issues  involved  in  such  consultation, 
and  the  reasons  for  not  accepting  advice  or 
recommendations. 

(j)  In  addition  to  any  advisory  committee 
established  pursuant  to  this  section,  the  Presi- 
dent shall  provide  adequate,  timely  and  con- 
tinuing opportunity  for  the  submission  on  an 
informal  and,  if  such  information  is  submitted 
under  the  provisions  of  subsection  (g),  con- 
fidential basis  by  private  organizations  or 
groups,  representing  labor,  industry,  agricul- 
ture, small  business,  service  industries,  con- 
sumer interests,  and  others,  of  statistics,  data, 
and  other  trade  information,  as  well  as  policy 
recommendations,  pertinent  to  the  negotia- 
tion of  any  trade  agreement  referred  to  in  sec- 
tion 101  or  102. 

(k)  Nothing  contained  in  this  section  shall 
be  construed  to  authorize  or  permit  any  indi- 
vidual to  participate  directly  in  any  nego- 
tiation of  any  trade  agreement  referred  to  in 
section  101  or  102. 


APPENDIX  III 

Section  2(a)(2),  Export-Import  Bank  Act  of  1945, 
as  amended  (deleted  January,  1975) 

'The  receipts  and  disbursements  of  the  Bank  in  the  discharge 
of  its  functions  shall  not  be  included  in  the  totals  of  the  budget 
of  the  United  States  Government  and  shall  be  exempt  from  any 
annual  expenditure  and  net  lending  (budget  overlays)  limita- 
tions imposed  on  the  budget  of  the  United  States  Government. 
In  accordance  with  the  provisions  of  the  Government  Corpora- 
tion Control  Act,  the  President  shall  transmit  annually  to  the 
Congress  a  budget  for  program  activities  and  for  administrative 
expenses  of  the  Bank,  which  budget  shall  also  include  estimated 
annual  net  borrowing  by  the  Bank.  The  President  shall  report 
annually  to  the  Congress  the  amount  of  net  lending  of  the 
Bank,  including  any  net  lending  created  by  the  net  borrowing 
from  the  United  States  Treasury,  which  would  be  included  in 
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the  totals  of  the  budget  of  the  United  States  Government,  if  the 
Bank's  activities  were  not  excluded  from,  those  totals  as  a  result 
of  this  section." 

APPENDIX  IV 

Export-Import  Bank  Act 
Sec.  4 

The  Export-Import  Bank  of  the  United  States  shall  have  a 
capital  stock  of  $1  billion  subscribed  by  the  United  States.  Pay- 
ment for  $1  million  of  such  capital  stock  shall  be  made  by  the 
surrender  to  the  Bank  for  cancellation  of  the  common  stock 
heretofore  issued  by  the  Bank  and  purchased  by  the  United 
States.  Payment  for  $174  million  of  such  capital  stock  shall  be 
made  by  the  surrender  to  the  Bank  for  cancellation  of  the  pre- 
ferred stock  heretofore  issued  by  the  Bank  and  purchased  by  the 
Reconstruction  Finance  Corporation.  Payment  of  the  $825  mil- 
lion balance  of  such  capital  stock  shall  be  subject  to  call  at  any 
time  in  whole  or  in  part  by  the  Board  of  Directors  of  the  Bank. 
For  the  purpose  of  making  payment  of  such  balance,  the  Sec- 
retary of  the  Treasury  is  authorized  to  use  as  a  public-debt 
transaction  the  proceeds  of  any  securities  hereafter  issued  under 
the  Second  Liberty  Bond  Act,  as  amended,  and  the  purposes 
for  which  securities  may  be  issued  under  that  Act  are  extended 
to  include  such  purpose.  Payment  under  this  section  of  the 
subscription  of  the  United  States  to  the  Bank  and  repayments 
thereof  shall  be  treated  as  public-debt  transactions  of  the 
United  States.  Certificates  evidencing  stock  ownership  of  the 
United  States  shall  be  issued  by  the  Bank  to  the  President  of 
the  United  States,  or  to  such  other  person  of  persons  as  he  may 
designate  from  time  to  time,  to  the  extent  of  the  common  and 
preferred  stock  surrendered  and  other  payments  made  for  the 
capital  stock  of  the  Bank  under  this  section. 
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Chairman  Neal.  Thank  you,  Mr.  Cashman.  We  would  especially 
like  to  welcome  the  gentleman  you  have  with  you,  ex-Congressman 
Bees,  who  was  an  outstanding  member  of  Congress  for  10  years,  as 
I  remember.  He  was  chairman  of  this  subcommittee.  If  there  are  prob- 
lems with  Eximbank,  he  is  responsible  for  them.  [Laughter.] 

Mr.  Leach.  Will  the  gentleman  yield  ? 

Chairman  Neal.  Yes. 

Mr.  Leach.  I  would  just  also  like  to  welcome  Ed  Wilson,  who  is  an 
old  college  friend  and  classmate,  and  whose  brilliance  I  am  sure  you 
can  depend  well  upon. 

Chairman  Neal.  We  have  had  many  pleasant  conversations  with 
Mr.  Wilson,  and  also  with  Mr.  Ted  Taubeneck.  Mr.  Taubeneck,  we 
welcome  you,  too,  and  thank  you  all  for  coming. 

We  still  have  some  limits  on  time.  We  need  to  limit — excuse  me  just 
1  minute. 

Mr.  Cashman,  you  mentioned  that  you  had  some  additional  material 
that  you  wanted  inserted  for  the  record  ? 

Mr.  Cashman.  Yes,  sir. 

Chairman  Neal.  Without  objection,  we  will  put  it  in  the  record  im- 
mediately following  your  testimony,  if  you  would  just  be  sure  that 
this  gentleman  gets  it. 

Mr.  Cashman.  Thank  you. 

STATEMENT  OF  THOMAS  M.  REES,  ATTORNEY,  WASHINGTON  D.C. 

Mr.  Rees.  Mr.  Chairman,  it  is  an  honor  being  here.  I  last  testified 
before  the  Banking  Committee  4  years  ago  when  I  spoke  on  behalf 
of  variable  rate  mortgages  for  Federal  savings  and  loan  associations. 
I  hope  I  will  do  better  for  the  Eximbank  than  I  did  for  variable  inter- 
est mortgages  at  that  time. 

Some  people  wonder  what  tired  old  Democratic  politicians  do  when 
they  get  out  of  Congress.  Well,  here  is  one  example,  I  joined  as  a 
volunteer,  a  U.S.  Chamber  of  Commerce  Task  Force.  There  are  sev- 
eral things  I  would  like  to  mention. 

No.  1,  I  support  completely  George  Cashman's  statement.  I  think 
it  is  an  excellent  statement. 

Xo.  2,  I  did  want  to  go  into  the  problem  of  the  unified  budget,  be- 
cause this  is  something  that  wasn't  understood  very  well  when  the 
Eximbank  was  put  under  the  budget.  The  Eximbank  loans  money  and 
makes  guarantees,  and  from  this  loaning  money  and  making  guar- 
antees it  receives  income.  When  it  makes  a  loan,  it  loans  money  to  an 
exporter  and  it  receives  a  promise  to  repay  that  loan — an  accounts 
receivable.  So  that  is  an  asset ;  it  is  not  an  "expenditure." 

And,  to  say  that  an  expenditure  backed  up  by  an  asset  which  is  an 
accounts  receivable  is  an  expenditure,  frankly,  does  not  wash.  I  think 
it  is  bad  to  put  the  lending  under  the  unified  budget,  because,  frankly, 
the  lending  does  not  represent  an  expenditure,  and  it  gives  you  a  false 
idea  as  to  exactly  what  the  assets  and  liabilities  of  the  U.S.  Govern- 
ment are. 

Now,  I  know  that  the  Banking,  Finance,  and  Urban  Affairs  Com- 
mittee has  dealt  with  this  in  the  past.  What  I  would  suggest  is  there 
be  a  "contingent  liability  budget,"  and  then  you  assess  contingent 
liabilities  just  as  a  bond  rating  house  would  assess  a  bond. 
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Now,  if  you  assess  the  Eximbank,  you  find  that  there  is  practically 
no  risk.  Their  loss  ratio  is  far  less  than  major  commercial  lenders  in 
the  United  States ;  and  there  is  really  no  reason  for  putting  it  under 
the  budget,  because  of  that. 

But  then  you  have  another  loan  guarantee  program  such  as  the 
student  loan  program,  where  there  is  a  high  degree  of  risk,  but  there  is 
no  reason  that  a  riskless  program  such  as  the  Eximbank  should  be 
put  into  the  same  category.  And  there  is  certainly  no  reason  that  the 
Eximbank  lending  which  is  not  a  true  expenditure  should  be  put  in 
with  the  general  expenditures  of  the  Federal  Government. 

No.  3, 1  would  like  to  just  touch  on  this  problem  of  exporting  jobs. 
Long  before  I  became  an  attorney,  I  was  an  exporter.  I  think  I  was  the 
only  exporter  in  the  House  of  Representatives,  and  I  used  to  export 
farm  machinery  to  Mexico. 

At  the  time  I  went  into  business,  Mexico  had  a  policy  of  import 
substitution,  and  I  find  that  a  great  many  lesser  developed  countries 
have  an  import  substitution  policy,  by  which  they  are  trying  to  build 
local  industries. 

They  look  at  what  they  import,  and  they  say :  "Let  us  start  manu- 
facturing that  product  here  in  Mexico."  I  had  the  situation,  for  ex- 
ample, where  I  was  selling  deep-well  pumps  for  water-well  drilling, 
and  I  sold  a  great  many  pumps  from  a  Los  Angeles  manufacturer.  All 
of  a  sudden  I  lost  my  market  because  another  U.S.  manufacturer  went 
down  to  Mexico  and  started  an  assembly  plant,  and  immediately  the 
Mexicans  put  a  restriction  on  any  other  pump  being  imported  into 
Mexico,  because  they  wanted  to  protect  that  market  of  this  new  in- 
dustry that  was  put  down  there. 

Now,  what  do  you  do?  What  do  you  do  if  you  are  Thomas  M.  Rees 
and  you  represent  a  client,  and  you  are  supposed  to  be  exporting  the 
pumps  ?  I  would  say :  "Look,  you  had  better  put  a  factory  down  in 
Mexico  to  get  that  market  back/'  And  so,  they  do. 

Now  they  are  exporting  jobs.  Let  us  say  1,000  people  were  making 
those  pumps,  and  they  export  500  jobs  for  a  plant  that  will  put  to- 
gether all  of  the  component  parts  to  manufacture  pumps.  But,  if  they 
did  not  do  that,  they  would  lose  1,000  jobs,  because  they  would  no  longer 
have  any  market  at  all  in  Mexico. 

This  happens,  time  after  time,  but  we  cannot  just  contend  that  by 
the  export  of  these  capital  goods,  we  are  losing  jobs.  No;  we  are  not. 
Because  it  is  U.S.  jobs  that  produce  the  goods  that  I  used  to  export  as 
an  exporter,  and  it  is  U.S.  jobs  that  produce  that  capital  equipment 
that  is  being  exported  to  other  countries. 

You  have  to  remember  that  the  essence  in  trade  is  "market  penetra- 
tion." And  if  you  take  away  the  ability  of  the  United  States  to  pene- 
trate a  market,  we  are  going  to  lose  all  of  those  jobs  related  to  that 
market. 

I  hope  you  will  take  this  into  consideration  when  you  look  at  the 
Eximbank  law.  I  really  do  feel,  as  one  who  has  been  in  the  field  of 
international  trade  and  international  finance  a  good  part  of  my  life, 
that  today  we  are  facing  some  of  the  strongest  protectivist  sentiment 
that  I  have  ever  seen. 

Look  at  the  Eximbank,  for  example.  There  is  a  district  court  case 
that  was  filed  in  the  District  of  Columbia  last  year  that  is  asking  the 
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court  to  hold  that  the  Eximbank  be  under  NEPA — the  Environmental 
Protection  Act.  And  if  Eximbank  is  going  to  finance  the  export,  for 
example,  of  a  bulldozer  to  Togo,  and  this  bulldozer  will  be  working 
on  a  road  project,  that  Eximbank  would  have  to  have  an  environmen- 
tal impact  study  on  that  road  project.  And  already  the  Council  on 
Environmental  Quality  has  issued  proposed  rules  and  regulations 
which  call  for  environmental  impact  studies. 

The  problem  is :  That  while  we  should  be  concerned  with  the  en- 
vironmental impact,  a  full  NEPA  technical  study  would  take  a  long 
time  and  frankly  we  probably  would  lose  much  of  that  business.  And 
I  think  we  will  cause  a  great  deal  of  resentment  in  the  recipient 
country  because  they  will  say :  What  are  you  trying  to  do  ?  Taking  your 
laws  and  shoving  them  down  our  throat? 

And  this  has  been  the  tendency  of  this  country,  the  last  2  years,  of 
trying  to  export  our  laws  and  wnat  we  think  is  our  morality,  to  other 
countries  who  really  don't  share  our  views  in  those  fields. 

And  it  has  been  very  difficult,  I  know,  especially  in  the  case  of 
Brazil.  We  have  practically  alienated  ourselves  from  Brazil  in  a  great 
many  economic  projects  because  of  this  attitude. 

Also,  we  have  problems  of  excess  taxation  by  our  Government  of 
U.S.  citizens  working  abroad.  Major  constructors  such  as  Bechtel  are 
now  pulling  back  their  U.S.  citizens  because  they  find  that  the  labor 
costs  are  twice  the  labor  costs  of  West  Germany,  Japan,  the  other 
countries  they  compete  against. 

We  find  that  we  are  getting  less  and  less  of  that  percentage  of  ex- 
port market  share  because  of  restrictions  and  high  costs  here  in  the 
United  States.  And  I  think  it  is  about  time  that  we  look  at  foreign 
trade,  and  foreign  investment,  and  our  position,  in  a  very  compre- 
hensive manner  and  find  out  exactly  where  we  are  going. 

Because  the  way  we  are  going  right  now,  the  right  hand  does  not 
know  what  the  left  hand  is  doing.  And  I  would  ask  you  that:  Please, 
when  you  are  dealing  with  this  act,  to  not  put  any  more  restrictions 
in  it.  We  already  have  too  many  restrictions  in  this  act.  Once  you  put 
one  of  these  amendments  in  the  law,  it  is  almost  impossible  to  take  that 
amendment  out. 

I  remember  the  Hickenlooper  amendment  that  was  passed  30  or  40 
years  ago — that  was  long  before  I  got  to  Congress — and  it  was  to  hold 
aid  back  from  countries  that  expropriated  U.S.  property.  And  I  found 
in  my  trips  through  Latin  America  that  U.S.  businessmen  were  terri- 
fied of  the  Hickenlooper  amendment,  because  it  would  cause  the  U.S. 
Government  to  do  something  which  would  injure  their  businesses. 

But  they  did  not  know  what  to  do,  because  it  was  almost  impossible 
to  take  that  type  of  an  amendment  out  of  the  U.S.  law.  So  1  would 
ask  you  to  keep  the  amendments  to  a  bare  minimum  to  refinance  this 
Bank  up  to  the  level  of  $58.8  billion  for  a  5-year  period.  And  I  think 
if  you  do  that,  that  the  Bank  will  have  a  better  ability  to  help  deal 
with  the  foreign  trade  problems  of  the  United  States. 

Thank  you  very  much  for  giving  me  the  opportunity  to  be  here. 

Chairman  Nbal.  Thank  you,  Mr.  Rees. 

I  would  just  like  to  say,  I  think  it  is  the  understanding — certainly 
my  own,  and  I  think  that  of  this  subcommittee — that  something  like 
one  out  of  seven  manufacturing  jobs  in  this  country  are  for  export; 
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One  of  the  points  in  the  testimony,  and  I  think  it  is  a  good  point 
is  if  Germany,  Japan  and  some  other  countries  could  expand  their 
markets,  we  may  have  a  better  export  situation. 

But,  given  the  type  of  situation  that  existed  last  year,  we  have, 
I  think,  some  other  problems.  One  of  the  points  you  make  here  is  that 
other  countries,  Germany,  Japan  and  France,  are  blending  together 
various  types  of  credit.  This  is  a  result  of  the  type  of  economic  system 
that  they  have  in  those  particular  countries.  I  would  expect  the  Cham- 
ber of  Commerce  to  be  one  of  the  last  to  suggest  modifying  our 
economy  in  that  direction. 

We  have  sort  of  a  tenuous  existence,  in  terms  of  trying  to  leverage 
those  exports  and  finance  them,  too.  And  there  is  also  the  question  of 
creditworthiness.  Maybe  those  things  that  were  shot  down  were  based 
on  that.  But  my  time  has  expired,  and  if  you  want  to  respond  to  it  in 
a  written  way  or  otherwise,  I  would  be  happy  to  have  your  responses. 

Thank  you  Mr.  Chairman. 

Chairman  Neal.  Mr.  Cashman,  I  indicated  that  I  thought  you  were 
on  the  right  track  with  this  in  expanding  exports,  but  I  didn't  agree 
with  every  word  of  your  testimony.  One  of  the  problems  I  have  with 
it  is  your  statement  that  Eximbank's  lack  of  effectiveness  is  largely 
caused  by  its  uncertain  standing  in  Congress,  particularly  becaue  of 
"restrictive  congressional  scrutiny." 

I  frankly  don't  see  how  oversight  has  hampered  the  Bank,  and  I 
wonder  if  Mr.  Rees  would  agree  with  that.  I  would  like  for  you  to 
tell  me,  if  you  would,  of  any  specific  exports  that  you  think  have  been 
lost  because  of  our  oversight  of  a  particular  project. 

Mr.  Rees.  Well,  I  could  speak  to  the  restrictions.  The  Jackson- 
Vanik  amendment  was  put  into  the  Eximbank,  and  this  was  not  the 
intention  of  the  House  when  the  bill  went  through,  and  I  have  dis- 
cussed this  at  length  with  Congressman  Vanik,  that  Jackson- Vanik 
was  only  supposed  to  deal  with  the  Most-Favored  Nation  treatment 
and  the  trade  bill,  but  at  the  last  minute  over  in  the  Senate  side  the 
amendment  was  made  to  the  trade  bill  to  put  Jackson- Vanik  restric- 
tions on  Eximbank  credits. 

And  this  is  irony,  because  the  Eximbank  was  originally  created  in 
the  thirties  to  finance  exports  to  the  Soviet  Union,  which  is  a  country 
we  just  recognized  in  1933. 

The  other  restriction  is  the  restriction  that  all  exports  over  $60 
million  have  to  come  to  Congress.  This  can  cause  problems. 

For  example,  Mexico  has  about  the  third  of  fourth  largest — oil  and 
gas  reserves  in  the  world  today,  and  a  lot  of  the  fields  are  on  the  gulf 
coast,  in  the  area  of  Tabasco,  and  they  are  in  the  process  of  building  a 
natural  gas  pipeline  up  to  the  United  States.  The  problem  is  that  the 
Mexicans  wanted  pricing  of  their  natural  gas  at  market  price,  and  the 
problem  is  they  came  in  with  this  proposal  at  the  same  time  that  the 
House  and  Senate  were  tied  into  a  conference  committee  and  the 
biggest  issue  was  what  is  the  pricing  of  natural  gas. 

And  then  the  proposal  was  held  up  on  the  Senate  side  because  it  was 
a  projected  loan  over  $60  million,  and  because  of  that  delay  and  "be- 
cause of  the  necessity  of  the  Mexican  Government  to  construct  that 
line  as  quickly  as  possible,  the  steel  order  went  offshore.  I  think  the 
bulk  of  it  went  to  West  Germany. 
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Mr.  Cashman.  I  really  can't  speak  to  that. 

Mr.  Vento.  Well,  if  someone  is  seeking  credit  and  they  are  going 
to  only  take  an  exj>ort  on  the  basis  of  a  credit  received,  then  there  has 
to  be  a  corresponding  increase  in  the  private  sector  credit;  isn't  that 
right? 

What  were  the  agencies  ?  Who  was  competing  with  us  for  this  credit? 
I  talked  to  Mr.  Moore  and  he  suggested  that  the  lowest  we  can  get 
down  to  is  about  8  percent,  maybe  a  little  less  than  that  in  certain 
types  of  loans. 

Isn't  it  true,  if  someone  is  going  to  advance  an  export,  then  that  he 
has  to  seek  and  has  sought  private  sector  involvement.  Apparently 
he  needs  a  greater  amount  of  private  sector  involvement  to  advance 
those  exports  ?  Is  that  bad  ? 

Mr.  Cashman.  There  are  no  figures  I  am  aware  of  that  will  tell  us 
what  the  total  banking  system  has  done  with  respect  to  export 
financing. 

Mr.  Vento.  How  can  you  make  the  statement,  then,  that  you  make 
on  page  2,  if  you  don't  have  those  figures  ? 

I  am  not  trying  to  be  argumentative,  but  the  point  is  that  either 
it  is  one  way,  or  it  is  the  other. 

Mr.  Taubeneck.  If  I  understand  you  correctly,  you  are  suggesting 
that  an  export  is  going  to  occur  inexorably,  and  it  is  either  going  to 
be  financed  by  Eximbank  or  the  commercial  banks. 

Mr.  Vento.  Unless  they  are  paying  cash.  Is  there  an  increase  in 
cash  ? 

Mr.  Taubeneck.  Or,  not  buying. 

Mr.  Vento.  That  would  suggest  there  is  a  reduction  in  overall  ex- 
ports, but  your  initial  statement  is  that  that  is  not  the  case.  Instead 
there  is  an  actual  increase  in  exports.  Wasn't  that  what  your  statement 
was? 

Mr.  Taubeneck.  That  is  correct. 

Mr.  Vento.  You  said  the  overall  dollar  of  exports  was  greater  last 
year. 

Mr.  Taubeneck.  That  is  correct. 

Mr.  Vento.  Then  that  implies  there  is  an  overall  increase  of  exports. 

Mr.  Taubeneck.  That  is  correct. 

Mr.  Vento.  And  then  that  there  is  a  corresponding  increase  in  pri- 
vate sector  credit,  or  cash  payment,  or  some  other  explanation  which 
you  have  not  offered  to  me,  which  I  have  tried  to  lead  you  to  offer  me. 

Mr.  Rees.  If  I  might  break  in,  obviously  if  the  percentage  of  fi- 
nancing or  guarantees  by  the  Eximbank  goes  down,  the  balance  is 
picked  up  by  private  financial  institutions. 

Mr.  Vento.  Yes,  I  thought  that  was  obvious,  too. 

Mr.  Rees.  Well,  I  was  listening  to  this  for  a  while,  and  I  thought 
I  would  break  in,  now. 

Now  the  problem  is  that  exports  did  grow,  but  we  found  that  im- 
ports grew  so  much  more.  And  I  suspect — in  fact,  I  know,  in  several 
instances  for  example,  that  the  inability  of  companies  to  get  Eximbank 
financing  caused  them  to  lose  the  contract. 

Mr.  Vento.  My  time  has  expired,  Mr.  Chairman.  I  would  just  like 
to  make  one  more  point,  if  I  could  be  permitted  to  do  so. 
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One  of  the  points  in  the  testimony,  and  I  think  it  is  a  good  point 
is  if  Germany,  Japan  and  some  other  countries  could  expand  their 
markets,  we  may  have  a  better  export  situation. 

But,  given  the  type  of  situation  that  existed  last  year,  we  have, 
I  think,  some  other  problems.  One  of  the  points  you  make  here  is  that 
other  countries,  Germany,  Japan  and  France,  are  blending  together 
various  types  of  credit.  This  is  a  result  of  the  type  of  economic  system 
that  they  have  in  those  particular  countries.  I  would  expect  the  Cham- 
ber of  Commerce  to  be  one  of  the  last  to  suggest  modifying  our 
economy  in  that  direction. 

We  have  sort  of  a  tenuous  existence,  in  terms  of  trying  to  leverage 
those  exports  and  finance  them,  too.  And  there  is  also  the  question  of 
creditworthiness.  Maybe  those  things  that  were  shot  down  were  based 
on  that.  But  my  time  has  expired,  and  if  you  want  to  respond  to  it  in 
a  written  way  or  otherwise,  I  would  be  happy  to  have  your  responses. 

Thank  you  Mr.  Chairman. 

Chairman  Neal.  Mr.  Cashman,  I  indicated  that  I  thought  you  were 
on  the  right  track  with  this  in  expanding  exports,  but  I  didn't  agree 
with  every  word  of  your  testimony.  One  of  the  problems  I  have  with 
it  is  your  statement  that  Eximbank's  lack  of  effectiveness  is  largely 
caused  by  its  uncertain  standing  in  Congress,  particularly  becaue  of 
"restrictive  congressional  scrutiny." 

I  frankly  don't  see  how  oversight  has  hampered  the  Bank,  and  I 
wonder  if  Mr.  Rees  would  agree  with  that.  I  would  like  for  you  to 
tell  me,  if  you  would,  of  any  specific  exports  that  you  think  have  been 
lost  because  of  our  oversight  of  a  particular  project. 

Mr.  Rees.  Well,  I  could  speak  to  the  restrictions.  The  Jackson- 
Vanik  amendment  was  put  into  the  Eximbank,  and  this  was  not  the 
intention  of  the  House  when  the  bill  went  through,  and  I  have  dis- 
cussed this  at  length  with  Congressman  Vanik,  that  Jackson- Vanik 
was  only  supposed  to  deal  with  the  Most-Favored  Nation  treatment 
and  the  trade  bill,  but  at  the  last  minute  over  in  the  Senate  side  the 
amendment  was  made  to  the  trade  bill  to  put  Jackson- Vanik  restric- 
tions on  Eximbank  credits. 

And  this  is  irony,  because  the  Eximbank  was  originally  created  in 
the  thirties  to  finance  exports  to  the  Soviet  Union,  which  is  a  country 
we  just  recognized  in  1933. 

The  other  restriction  is  the  restriction  that  all  exports  over  $60 
million  have  to  come  to  Congress.  This  can  cause  problems. 

For  example,  Mexico  has  about  the  third  of  fourth  largest — oil  and 
gas  reserves  in  the  world  today,  and  a  lot  of  the  fields  are  on  the  gulf 
coast,  in  the  area  of  Tabasco,  and  they  are  in  the  process  of  building  a 
natural  gas  pipeline  up  to  the  United  States.  The  problem  is  that  the 
Mexicans  wanted  pricing  of  their  natural  gas  at  market  price,  and  the 
problem  is  they  came  in  with  this  proposal  at  the  same  time  that  the 
House  and  Senate  were  tied  into  a  conference  committee  and  the 
biggest  issue  was  what  is  the  pricing  of  natural  gas. 

And  then  the  proposal  was  held  up  on  the  Senate  side  because  it  was 
a  projected  loan  over  $60  million,  and  because  of  that  delay  and  'be- 
cause of  the  necessity  of  the  Mexican  Government  to  construct  that 
line  as  quickly  as  possible,  the  steel  order  went  offshore.  I  think  the 
bulk  of  it  went  to  West  Germany. 
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Now,  here  is  an  order  of  several  hundred  billion  dollars  of  steel 
pipe,  and  it  went  offshore.  And  this  is  at  a  time  when  the  United 
States  is  in  the  situation  where  we  have  steel  surpluses  in  this  country 
and  we  have  unemployment  in  the  steel  industry. 

Now,  this  is  one  example  where  I  think  that  congressional  oversight 
or  the  ability  to  unduly  hold  a  loan  up  of  over  $60  million  could  be 
counterproductive. 

I  mean,  there  are  two  sides  to  this.  There  is  one  group  that  said  to 
the  Mexicans,  "You're  asking  too  much,"  they  should  ask  for  less.  But, 
on  the  other  hand,  if  we  are  weighing  the  problems,  you  can  see  the 
major  loss  in  the  steel  pipe  order. 

Chairman  Neal.  Well,  the  probem  there,  of  course,  wasn't  the  price. 
You  know,  there  was  a  much  broader  question  of  whether  we  were 
going  to  pay  the  Mexican  Government  corporation  much  more  than 
we  were  paying  the  Canadians,  and  much  higher  than  we  were  paying 
our  own  suppliers.  That  certainly  would  nave  been  a  very  costly 
precedent,  I  think,  if  we  had  agreed  to  that. 

And  by  the  way,  I  thank  you,  but  I  don't  think  Mr.  Cashman  was 
referring  to  that  proviso — that  we  have  the  authority  to  disapprove 
any  loan  over  $50  million. 

Was  that  it,  Mr.  Cashman  ? 

Mr.  Cashman.  Yes,  sir. 

Chairman  Neal.  Can  you  give  me  an  example  of  exports  that  have 
been  lost  because  of  that? 

Mr.  Cashman.  In  my  capacity,  I  deal  with  many  foreign  govern- 
ments who  have  come  to  New  York  and  tell  us  about  their  financial 
requirements  over  the  long  haul,  and  in  many  conversations  with 
ministers  of  finance  and  so  on,  they  tell  us  that  they  may  need  the 
money  for  halance-of -payment  reasons  and  they  also  need  some  money 
for  project  purposes. 

Project  purposes  will  involve  the  export  of  equipment,  and  they 
tell  us  also  that  they  enjoy  the  confidentiality  they  can  get  when  they 
purchase  their  equipment  outside  the  United  States.  They  do  not  want 
to  run  the  risk  of  having  a  project  reported  to  the  U.S.  Congress  and 
also  run  a  risk  of  having  it  turned  down  by  the  U.S.  Congress.  They 
are  very  concerned  over  the  fact  that  such  a  turndown  would  perhaps 
ruin  their  credibility  abroad. 

Chairman  Neal.  There  haven't  been  any  that  have  been  turned 
down. 

Mr.  Cashman.  I  agree,  nothing  has  been  turned  down.  However, 
there  is  still  the  risk  that  major  borrowing  countries  are  concerned 
with. 

Mr.  Rees.  It  is  a  two-way  street,  Mr.  Chairman,  because  I  know, 
when  I  sat  in  your  spot  2  years  ago,  that  we  had  held  up  financing  of 
nuclear  projects  in  South  Korea  until  the  South  Korean  Government 
promised  to  sign  a  nonproliferation  treaty.  And  I  think  also  we 
caused  them  not  to  contract  with  the  French  for  a  recycling  plant, 
but  we  did  not  do  it  in  the  press ;  we  did  it  very  quietly,  and  it  was 
done. 

Chairman  Neal.  Well,  I  just  have  to  say  I  think  that  certainly  the 
mood  here  is  one  of  wanting  to  exercise  more  oversight  rather  than 
less.  I  do  think  we  have  to  do  something  about  the  problems  that  are 
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caused  when  the  House  goes  out  of  session  for  longer  than  the  25-day 
period,  or  when  that  period  begins  right  before  the  House  goes  out  of 
session,  and  we  will  address  that.  We  will  try  to  find  some  way  that 
the  Congress  can  deal  with  that  kind  of  problem. 

But  frankly,  I  just  have  to  tell  you  I  think  that  I  would  see  very 
little  possibility  of  us  exercising  less  oversight. 

Mr.  Cashmax.  Of  course,  that  $60-million  figure  is  perhaps  a  figure 
that  we  would  recommend  be  increased  to  something  beyond  $60 
million. 

Chairman  Neal.  Mr.  Leach  ? 

Mr.  Leach.  Mr.  Cashman,  I  am  particularly  interested  in  one 
observation  you  made  on  page  2  of  your  testimony.  You  say  that  from 
the  point  of  view  of  small  business  a  particularly  disturbing  pattern 
emerges  in  the  business-lost  data.  Foreign  competition  is  consistently 
winning  out  in  export  opportunities  from  $500,000  to  $5  million  in 
value,  a  range  in  which  Eximbank  is  relatively  inactive. 

And  I  just  might  ask  you,  that  is  an  awfully  telling  observation  for 
small  business  in  America,  but  can  you  elaborate  on  why  we  are  losing 
these  opportunities.  Is  Eximbank  inactive  or  are  small  businesses  not 
taking  advantage  of  the  opportunities  that  are  there  ? 

Mr.  Cashman.  The  $500,000  to  $5  million  category  refers  to  what 
we  in  business  call  supplier  credits  rather  than  buyer  credits,  buyer 
credits  being  direct  loans  by  the  Export-Import  Bank.  In  the  supplier 
credit  area,  for  the  most  part,  Eximbank  does  not  lend;  it  acts  as  a 
guarantor  or  insurer.  And  if  the  money  has  to  come  from  private 
sources,  the  banks  must  go  at  private  interest  rates,  and  therefore  the 
rates  quoted  are  usually  something  like  1  or  l1/^  percent  over  prime, 
which  does  not  do  much  for  the  U.S.  exporter  if  he  is  in  a  competitive 
situation  whereby  the  Europeans  are  quoting  fixed-interest  rates  of  7 
to  7y2  percent  per  annum. 

When  you  sell  in  that  category,  that  $500,000  to  $5  million  category, 
you  are  selling  to  importers  who  are  not  sophisticated  in  money 
markets.  And  when  we  have  to  tell  an  unsophisticated  importer  that 
he  is  borrowing  at  1  percent  over  Morgan  Guaranty's  minimum  com- 
mercial lending  rates,  he  has  no  idea  what  that  means,  nor  does  he 
know  how  that  rate  will  be  adjusted  during  the  course  or  5  years,  per- 
haps. He  has  no  knowledge  of  what  his  interest  costs  will  be. 

Mr.  Leach.  Are  you  suggesting,  then,  that  there  might  be  legisla- 
tive changes  that  should  be  made  in  this  direction,  or  are  you  just  mak- 
ing that  as  an  observation  ? 

Mr.  Cashman.  I  would  think  administratively  there  could  be  changes 
within  the  Export-Import  Bank  that  could  solve  that  problem. 

Eximbank  has  a  program  right  now  called  its  discount  program. 
This  is  a  program  that  enables  banks  to  borrow  money  from  Exim- 
bank for  the  full  term  of  the  bank's  loan.  However,  the  Eximbank 
lending  rate  to  us  today  is  8  percent  per  annum,  and  we  can  charge  no 
more  than  9  percent  per  annum  on  our  loan  to  the  importer,  which 
gives  us  a  spread  of  only  1  percent  per  annum. 

Mr.  Leach.  Is  there  a  general  correlation  in  smaller  sales  abroad  ? 
Are  smaller  companies  in  this  country  more  apt  to  be  the  losers  in  these 
opportunities,  or  does  it  cut  across  the  board  evenly  with  larger 
American  businesses  losing  as  much  as  U.S.  small  business. 
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For  example,  does  this  policy  prejudice  against  American  small 
business  ? 

Mr.  Cashman.  I  would  think  so,  because,  for  the  most  part,  you  are 
selling  individual  pieces  of  equipment,  small  items,  ana  we  are  not 
talking  about  the  $100  million  or  $200  million  transaction;  we  are 
talking  about  $500,000,  which  might  be  three  or  four  tractors,  and  you 
are  selling  perhaps  to  a  dealer  who  is  trying  to  resell  that  equipment  to 
an  end  user  and  he,  of  course,  is  competing  with  other  dealers  in  that 
country  who  are  representing  foreign  manufacturers,  and  the  competi- 
tive dealer,  of  course,  is  getting  some  rather  interesting  terms  from  the 
Japanese  or  the  French. 

Mr.  Leach.  Well,  I  would  just  like  to  comment  that  representing 
heavily  small  business  area,  that  I  am  particularly  impressed  with 
Eximbank's  recent  decision  to  hold  seminars  across  the  country  to 
explain  opportunities  available.  I  would  be  very  hopeful  that  an 
emphasis  would  be  given  in  these  seminars  to  small  business  oppor- 
tunities and  that,  in  turn,  Eximbank's  policies  themselves  would  ad- 
just to  the  small  business  environment. 

There  are  a  lot  of  ironies,  coming,  again,  from  the  Midwest,  in  the 
fact  that  it  appears  that  in  the  agricultural  sector  there  are  very  few 
small  companies  currently  making  direct  foreign  agricultural  sales. 
And  it  is  also  strangely  becoming  more  true  that  not  only  are  we 
dominated  by  large  companies  in  the  end  product  of  the  export  sales, 
but  a  high  percentage  are  foreign  companies  that  end  up  making  the 
foreign  sale  abroad,  and  this  has  implications  not  only  for  lack  of 
small  company  opportunities,  but  it  has  very  serious  implications  in 
terms  of  tax  policy  because  in  the  agricultural  sector  you  can  take  your 
profit  oftentimes  abroad  rather  than  in  this  country  and  therefore  our 
U.S.  tax  structure  is  significantly  affected. 

In  any  event,  I  appreciate  your  observations,  and  I  would  certainly 
hope  that  Eximbank,  in  anlyzing  its  own  policies,  would  give  greater 
consideration,  greater  emphasis,  not  only  to  the  small  business  sector 
but  to  the  aspect  of  the  small  business  sector  that  is  so  important  to  a 
total  export  market  which  is  at  this  time  disproportionately  agricul- 
tural in  orientation. 

My  time  has  expired,  but  if  the  chairman  would  like  you  to  com- 
ment, that  is  fine  with  me. 

Chairman  Neal.  Please. 

Mr.  Cashman.  In  my  opinion,  the  best  salesman  in  the  United 
States  for  the  Export-Import  Bank  would  be  the  commercial  banking 
system.  We  have  in  so  many  banks — 10,000  to  14,000  banks— not  all  of 
them  are  involved  in  international  business,  but  if  the  Eximbank  can 
set  up  programs  that  would  make  export  financing  attractive  to  the 
commercial  banks,  it  would  be  up  to  the  big  banks  and  the  medium- 
sized  regional  banks  to  explain  tnese  programs  to  the  small  banks  so 
they,  in  turn,  can  provide  the  financing  thus  needed  by  small  business. 

But  there  must  be  a  commitment  on  the  part  of  the  smaller  bank  to 
get  involved  in  international  business,  and  they  will  only  get  involved 
if  they  find  it  attractive — and  "attractive"  means  profitable. 

Thank  you. 

Chairman  Neal.  Ms.  Oakar  ? 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 
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Mr.  Cashman,  I  would  like  to  know  if,  in  your  experience,  you 
would  see  any  types  of  projects  and/or  countries  that  you  feel  should 
not  benefit  from  the  Export-Import  Bank?  Are  there  any  projects  or 
products  that  you  feel  would  be  off  limits  for  the  Export-Import 
Bank  to  assist? 

Mr.  Cashman.  Well,  I  don't  think  the  Eximbank  should  gjet  in- 
volved in  the  financing  of  military  exports  or  plants — the  financing  of 
plants  abroad  to  build  airplanes  or  fighter  planes. 

Ms.  Oakar.  Have  we  ever  ? 

Mr.  Cashman.  Not  to  my  knowledge.  Not  the  Export-Import  Bank. 

At  one  time — I  guess  it  was  about  maybe  15  years  ago — Eximbank 
did  get  involved  in  financing  military  exports  to  developed  countries, 
but  since  then  they  have  no  longer  financed  military  sales. 

Ms.  Oakar.  Well,  that  is  good. 

What  about  countries  ?  Do  you  think  we  should  aid  indirectly  the 
Soviet  Union  or  South  Africa  or  some  of  the  countries  where  we  ques- 
tion their  human  rights  policies  ? 

Mr.  Cashman.  I  don't  think  there  should  be  any  congressional 
mandates  on  the  Export-Import  Bank  which  would  restrict  support  of 
exports  to  regions  or  countries  or  on  a  product  basis.  If  it  is  in  the  U.S. 
policy  and  the  national  interest  to  restrict  sales  to  certain  countries, 
then  it  could  be  handled  separately,  but  not  mandated  by  Congress 
on  the  Export-Import  Bank. 

Ms.  Oakar.  Would  you  like  to  respond,  Mr.  Kees  ? 

Mr.  Rees.  I  might  just  say  under  the  law  as  it  is  now  there  are  no 
lending  facilities  for  financing  of  weapons  purchased.  There  had 
been,  but  Congress  changed  that,  and  in  an  express  prohibition,  the 
Eximbank  cannot  at  this  time  finance  the  export  of  weapons. 

There  is  also  a  restriction  on  Soviet  loans.  No.  1,  that  all  loans  over 
$60  million  have  to  come  before  the  Congress.  There  is  a  total  aggre- 
gate limit,  also,  of  loans  and  guarantees,  and  there  is  also  the  Jackson- 
Vanik  amendment  on  immigration. 

Also,  we  have  what  is  called  the  COCOM  list,  and  the  COCOM  list 
is  a  list  basically  put  together  by  the  OECD  countries  that  list  a  long 
series  of  products  that  cannot  be  exported  to  the  Soviet  Union  and,  I 
believe,  also  the  satellite  countries ;  or,  if  they  are  exported,  they  have 
to  be  under  very  stringent  licensing  provisions. 

So,  today,  there  are  quite  a  few  restrictions  on  exports  to  Iron 
Curtain  countries. 

Ms.  Oakar.  What  about  South  Africa  ? 

Mr.  Bees.  It  is  my  impression  that  there  is  no  specific  prohibition  of 
exports  or  credits  to  South  Africa.  But  I  believe  that  the  Eximbank  is 
adhering  to  the  U.N.  resolution,  and  they  are  not  at  this  time  granting 
any  credits  or  loans  to  South  Africa.  But  they  would  have  to  clarify 
it.  That  is  merely  my  understanding. 

Mr.  Taubeneck.  Let  me  just  add  to  that  that  there  is,  of  course, 
an  entire  system  of  controls  of  exports  administered  by  the  Commerce 
Department.  All  exports  require  a  license  of  some  sort.  And  further- 
more, in  the  case  of  military  exports,  defense-related  equipment,  there 
is  an  additional  licensing  procedure  administered  by  the  State  De- 
partment in  conduction  with  the  Defense  Department  and  so  on. 

So  that  there  already  is  a  very  elaborate  system  of  controls  of  ex- 
ports reflecting  national  interest  as  it  appears  from  time  to  time. 
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I  think  our  point  is  that  to  add  to  that  in  this  area  and  to  saddle 
Eximbank  with  those  kinds  of  concerns  is  unnecessary  and  unwise. 

Ms.  Oakar.  So,  you  don't  want  us  to  put  human  rights  language, 
explicit  human  rights  language,  in  the  bill? 

Mr.  Taubeneck.  Well,  there  is  human  rights  language  that  was 
added  at  the  last  session  of  Congress,  and  I  think  our  view  is  that 
at  the  very  least  that  language  should  be  given  a  chance  and  the  ac- 
tivities of  the  bank  under  that  language  should  be  studied  for  2  or  3 
years  and  see  how  it  works. 

It  seems,  certainly,  to  have  been  an  intelligent  compromise  by  the 
House  and  Senate,  but  I  think  that  is  an  area  that  you  could  very 
well  leave  as  is  for  the  moment. 

Ms.  Oakar.  Mr.  Chairman,  just  one  more  quick  question. 

Many  people  believe  that  our  trade  deficit  is  actually  caused,  in 
large  part,  by  the  fact  that  our  usual  buyers  are  buying  much  less  than 
usual  because  of  the  so-called  "international  recession."  And  since 
Eximbank  helps  finance  goods,  it  really  doesn't  find  buyers  for  us. 

How  will  this  increase  Eximbank's  authority  to  improve  our  trade 
deficit,  since  we  are  not  interested  in  buyers  specifically? 

Mr.  Cashmax.  You  are  saying  that  because  the  customers  are 
there 

Ms.  Oakar.  Well,  we  finance  the  goods,  but  we  don't  find  the  buyers. 

Mr.  Cashman.  Well,  we  are  facing  a  situation  right  now  whereby 
the  European  counterparts  of  Eximbank — the  French  Eximbank  and 
the  German  Eximbank,  and  so  on — are  gearing  and  have  geared  them- 
selves up  in  anticipation  of  an  improvement  in  the  economy,  and  the 
demand  by  other  countries  for  products,  so  they  will  have  programs 
all  set  to  iro  and  move  when  the  demand  develops. 

And  all  I  am  trying  to  recommend  in  my  testimony  here  is  that 
we  do  something  similar;  that  we  not  retrench,  but  we  at  least  stay 
aboveboard  and  perhaps  consider  other  ways  to  match  the  competi- 
tion in  support  of  labor  and  exports  from  this  country. 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 

Chairman  Neal.  Mr.  Pattison? 

Mr.  Pattison.  I  have  no  questions,  Mr.  Chairman. 

Chairman  Neal.  Mr.  Tsongas? 

Mr.  Tsongas.  T  would  just  like  to  welcome  Tom  Rees  back  to  this 
subcommittee.  He  was,  as  you  know,  your  predecessor.  I  only  want  to 
say  that  he  dresses  much  better  now  as  a  lawyer  than  he  ever  did  as  a 
Congressman.  [Laughter.] 

My  second  point  is :  There  is  going  to  be  a  battle  this  year  over  the 
whole  issue  of  foreign  aid.  And  the  use  of  the  word  "aid"  when  it 
comes  to  Eximbank  strikes  me  as  simply  inappropriate.  Because  what 
we  are  talking  about  here  are  exports. 

Wo  had  an  interesting  session  yesterday  up  in  the  other  committee 
dealing  with  the  World  Bank.  I  don't  want  to  take  the  time  now, 
but  I  think  at  some  point  if  we  could  have  the  panel  submit  some  in- 
formation on  the  issue  of  exports,  and  how  they  distinguish  themselves 
from  "aid,"  that  that  could  be  useful  when  we  get  to  the  floor.  Thank 
you. 

Mr.  Casiimax.  Will  do. 

Chairman  Xeal.  Just  one  other  quick  question,  if  I  may. 

You  say  that  Eximbank  isn't  subsidized,  yet  you  indicate  that  you 
think  the  bank  ought  to  have  another  billion  dollars  of  callable  cap- 
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ital.  I  will  have  to  say  that  that  certainly  sounds  like  a  subsidy,  to 
me,  and  I  just  wonder  what  assumptions  about  the  world  economy,  or 
subsidies,  or  need,  would  justify  that  request  for  another  billion 
dollars? 

Mr.  Rees.  Could  I  discuss  on  callable  capital?  In  the  IFI's,  the 
multinational  banks,  we  have  callable  capital.  It  must  be  appropriated 
by  the  Congress. 'And  to  date,  in  the  history  of  multinational  banks, 
no  callable  capital  has  ever  been  called. 

The  purpose  of  callable  capital  is  to  give  a  base  for  borrowing  in 
private  markets,  so  that  if  you  appropriate  $1  billion  for  callable 
capital  it  is  merely  a  bookkeeping  transaction.  Not  one  cent  leaves  the 
U.S.  Treasury,  and  I  doubt  if  one  cent  will  ever  leave  the  U.S. 
Treasury. 

Again,  it  is  the  contingent  liability.  So  that  that  $1  billion  will 
then  give  the  Eximbank  the  ability  to  borrow  on  private  capital 
markets,  and  to  increase  its  lending,  but  not  one  cent  leaves  the  U.S. 
Treasury,  and  not  one  cent  has  ever  left  the  U.S.  Treasury  in  callable 
capital,  from  the  Eximbank,  or  any  of  the  other  multinational  banks 
that  wer  are  a  member  of. 

Chairman  Neal.  The  bank  already  has  the  authority  to  borrow,  and 
it  does  borrow. 

Mr.  Rees.  Well,  you  borrow  on  vnur  callable  capital  base.  If  you 
increase  your  callable  capital  $1  billion,  that  means  that  you  have  a 
better  ability  to  borrow  callable  capital.  If  vou  limit  your  callable 
capital,  you  will  really  limit  your  borrowings,  because  there  is  a  direct 
relationship  between  the  two. 

Chairman  Neal.  Well,  it  would  be  authorizing  a  higher  level  of 
borrowing  under  this  bill.  We  may  not  end  up  authorizing  this  precise 
amount,  but  that  is  really  the  heart  of  this  bill,  isn't  it  ?  An  authoriza- 
tion of  a  higher  level  of  lending  capacity  ?  Obviously,  that  money  has 
to  be  borrowed. 

Mr.  Rees.  Yes ;  this  is  lending  capacity,  but  part  of  what  they  lend 
on  is  their  callable  capital  base.  And  if  they  get  way  up  to  their  lend- 
ing capacity,  and  the  callable  capital  base  is  not  increased,  it  might 
actually  hurt  their  ability  to  borrow  in  markets  because  a  lender  will 
be  saying:  Well,  what  is  your  callable  capital?  If  in  fact  the  bank 
went  under,  well  what  would  be  there  to  pay  off  the  loans?  And  that 
is  what  "callable  capital"  is. 

A.s  I  say,  it  has  never  been  called,  but  it  is  that  foundation  or  base 
against  which  one  borrows. 

Chairman  Neal.  Isn't  the  intent,  though,  Mr.  Cashman,  or  do  you 
not  think  that  this  additional  capital  would  lower  the  net  interest  rates 
charged  ?  Isn't  that  the  idea  ? 

Mr.  Cashmax.  The  purpose  of  recommending  an  increase  in  the  call- 
able capital  of  the  Export-Import  Bank  is,  first,  to  eliminate  criticism 
by  people  like  the  GAO  on  "capital  inadequacy"  of  the  Export-Import 
Bank. 

This  has  a  ripple  effect  throughout  the  financial  community.  I  can 
remember  a  few  years  back  when  there  was  a  headline  in  the  news- 
paper, and  it  came  over  the  ticker  that  the  GAO  said  the  capital  of  the 
Export-Import  Bank  was  not  adequate. 

Every  bank  president  called  his  staff  together  to  find  out  what  their 
exposure  was  to  the  Export-Import  Bank.  Of  course  this  had  an  effect 
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on  the  outstanding:  obligations  and  debentures  of  the  Export-Import 
Bank  in  the  market. 

And  I  don't  know  what  it  did  in  Europe,  but  I  am  sure  that  the 
French  and  the  Germans  were  delighted  to  hear  something  like  that. 

The  other  impact,  or  effect,  of  such  an  action  would  be  to  reduce  the 
interest  rates  that  Eximbank  could  charge  on  its  loans  to  support  U.S. 
exports.  Its  effective  cost  of  money  would  be  reduced. 

Chairman  Neal.  But  wouldn't  that,  in  effect,  be  a  subsidy? 

Mr.  Bees.  Well,  you  have  a  subsidy.  If  you  borrow  through  the 
Eximbank,  you  have  a  subsidy  because  the  borrowing  rate  of  the  Bank 
is  cheaper  than  the  borrowing  rate  for  a  private  bank. 

So  obviously,  the  only  purpose  of  the  Eximbank  really  is  to  cover 
those  areas  that  the  commercial  banks  will  not  or  cannot  take.  So  the 
Eximbank  obviously  is  a  subsidy.  Any  Federal  agency  that  borrows 
in  the  market  and  relends  that  back  to  any  constituency  is  providing 
a  subsidy. 

Chairman  Neal.  A  tiny  subsidy,  I  would  think — that  difference  in 
interest  rate. 

Mr.  Bees.  The  difference  in  interest  rate,  if  it  is  a  1  or  2  point  spread, 
that  is  a  subsidy.  But  there  is  no  cash  out — callable  capital,  as  I  say 
again,  is  a  bookkeeping  transaction.  And  never  in  the  history  of  the 
bank,  or  the  IFI's,  has  anyone  ever  called  callable  capital. 

Chairman  Neal.  Well,  I  will  study  this  and  try  to  understand  it  bet- 
ter. I  would  like  to  thank  the  panel — this  very  distinguished  panel — 
for  your  testimony. 

Mr.  Tsoxgas.  Mr.  Chairman  ? 

Chairman  Neal.  Mr.  Tsongas. 

Mr.  Tsongas.  We  recently  went  through — I  was  going  to  say  "the 
debacle,"  but  since  we  won  t  guess  I  would  not  so  characterize  it — the 
Witteveen  facility  and  OPIC,  and  both  of  those  issues  were  in  trouble 
until  the  administration  began  to  do  some  lobbying,  and  to  make  peo- 
ple realize  the  importance  of  what  these  institutions  were  all  about. 

And  I  would  suggest  that,  if  you  feel  that  this  institution  is  worth 
saving,  that  you  begin  that  process  now,  and  not  when  the  vote  is  in 
and  it  has  gone  down  the  chute. 

Mr.  Cashman.  Thank  you. 

Chairman  Neal.  Thank  you  all  very  much  for  appearing  this  morn- 
ing, and  we  welcome  your  advice  as  we  move  along  in  the  process.  ^ 

At  this  time,  I  would  like  to  recognize  Mr.  Andrew  Biemiller,  direc- 
tor of  legislation  for  the  AFL-CIO. 

Mr.  Biemiller,  we  look  forward  to  hearing  your  testimony.  We  thank 
you  very  much  for  coming. 

STATEMENT  OF  ANDREW  J.  BIEMILLER,  DIRECTOR,  DEPARTMENT 
OF  LEGISLATION,  AMERICAN  FEDERATION  OF  LABOR-CONGRESS 
OF  INDUSTRIAL  ORGANIZATIONS  (AFL-CIO),  ACCOMPANIED  BT 
RUDOLPH  OSWALD,  DIRECTOR  OF  RESEARCH 

Mr.  Biemiller.  Thank  you  very  much,  Mr.  Chairman. 

I  have  briefed  my  testimony,  in  the  interests  of  time,  for  the  sub- 
committee. I  assume  you  will  of  course  put  the  full  statement  in  the 
record. 

Chairman  Neal.  We  will  put  the  entire  testimony  in  the  record, 
without  objection. 
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And  I  certainly  welcome  that,  and  thank  you.  We  are  pressed  for 
time,  and  we  would  like  to  leave  everyone  time  to  question  you,  if  we 
could. 

Mr.  Biemiller.  I  am  accompanied  by  Mr.  Rudolph  Oswald,  direc- 
tor of  research  for  the  AFL-CIO. 

Mr.  Chairman,  the  AFL-CIO  welcomes  this  opportunity  to  present 
its  views  on  the  Export-Import  Bank.  The  AFL--CIO  supports  the  ex- 
tension of  the  life  of  the  Bank  for  another  5  years,  because  the  Exim- 
bank can  promote  U.S.  exports  in  the  national  interest. 

The  AFL--CIO  supports  a  modest  increase  in  financing  authority 
for  the  Bank.  We  object  to  any  changes  that  increase  the  Bank's  scope 
of  operations.  The  Eximbank  should  be  specifically  prohibited  from 
financing  loans  to  help  the  Soviet  Union,  Communist  China,  and  South 
Africa. 

The  history  of  Eximbank  in  the  early  seventies  gives  evidence  that 
only  legislative  curbs  and  continual  congressional  oversight  can  assure 
that  the  Export-Import  Bank  will  serve  the  U.S.  interest. 

Between  1971  and  1974,  when  the  Bank's  authority  was  raised  to 
$20  billion  and  the  Bank  was  removed  from  the  Federal  Budget,  the 
Bank  abused  its  responsibilities.  As  a  result,  the  U.S.  taxpayer  sub- 
sidized the  export  of  jobs  and  technology  to  many  areas  of  the  world, 
helped  to  expand  the  Soviet  Union  in  commercial  and  military  terms, 
and  provided  competitive  disadvantage  for  the  United  States  from 
abroad. 

This  is  not  what  Congress  intended. 

Before  1974,  Eximbank  blatantly  promoted  the  interests  of  the 
Soviet  Union  at  the  expense  of  vital  American  interests.  Specifically, 
the  Eximbank  made  loans  to  the  Soviet  Union  and  other  Communist 
countries  at  6-percent  interest  rates  while  U.S.  borrowers  at  home  were 
paying  rates  of  9  percent  and  12  percent,  or  could  not  get  money  at  all. 

These  long-term,  low-interest  Eximbank  loans  were  structured  to 
benefit  Communist  countries  and  multinational  banks  with  operations 
in  Communist  countries  rather  than  the  people  of  the  United  States. 

Since  mid-1974  the  Eximbank  has  suspended  authorizations  to  the 
Soviet  Union.  Congress  amended  the  law  to  correct  even  more  abuses 
than  those  we  raised.  According  to  a  GAO  report  in  February  1976, 
the  subsidies  to  the  Soviet  Union  had  been  far  worse  than  we  knew. 
The  Eximbank  had  loaned  money  for  items  that  were  produced  only 
in  the  United  States.  The  GAO  found  that  Eximbank  approved  Soviet 
loans  without  documentation  because  the  Soviet  Union  would  not 
supply  financial  information  needed  to  determine  whether  the  credit 
risk  was  worthwhile.  The  GAO  found  that  loans  were  unnecessary. 

Executive  branch  officials  pressured  the  bank  to  make  loans  which 
Eximbank  did  not  want  to  make,  according  to  GAO. 

Clearly,  congressional  oversight  and  statutory  direction  are  essen- 
tial if  the  interests  of  the  Nation  are  to  be  protected.  In  1974,  Congress 
directed  detailed  reporting  of  every  loan  to  Communist  countries  and 
forbade  loans  to  nations  that  did  not  ^rant  free  emigration.  This  direc- 
tion should  include  a  flat  prohibition  against  loans  to  the  Soviet 
Union  and  Communist  China. 

In  addition,  the  human  rights  provision  which  was  adopted  last  year 
in  Public  Law  95-143  added  to  the  law  an  important  concept:  That 
U.S.  policy  promote  and  encourage  increased  respect  for  human  rights 
and  fundamental  freedoms.  We  support  that  concept. 
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Energy  loans  for  up  to  $7  billion  in  a  Siberian  energy  project  were 
being  considered  when  the  AFL-CIO  urged  congressional  action  in 
1974.  AFL-CIO  endorsed  the  congressional  view  that  "if  our  tax- 
payers are  going  to  subsidize  energy  development,  the  investment 
should  be  made  here,  not  in  Siberia/' 

No  loans  to  the  Yakutsk  project,  as  the  Siberian  energy  venture  was 
called,  went  forward  after  Congress  acted.  The  1974  amendments  ef- 
fectively forbid  such  loans  and  require  congressional  notification  and 
a  Presidential  statement  of  national  interest  for  any  energy  loans. 

AFL-CIO  concerns  about  energy  are  not  limited  to  Communist 
countries. 

The  Congress  also  required  in  section  2(b)  (3)  of  the  1974  amended 
Export-Import  Bank  Act  that  any  loan  of  more  than  $60  million  for 
energy  materials  must  be  reported  to  the  Congress.  The  result  has 
been  congressional  requirements  that  the  executive  branch  negotiate 
with  Spain,  France,  and  Korea  concerning  the  use  of  nuclear  facilities 
to  be  financed  by  the  Bank. 

The  law  as  amended  last  year  now  requires  that  additional  infor- 
mation on  nuclear  proliferation  assessments  be  supplied  by  the  Secre- 
tary of  State  and  the  Director  of  the  Arms  Control  and  Disarmament 
Agency  regarding  adequacy  of  control  mechanisms  which  have  been 
agreed  to.  AFL-CIO  supports  such  notification. 

More  recently,  on  February  24,  1978,  the  AFL-CIO  Executive 
Council  called  for  prohibition  against  Eximbank  support  for  South 
Africa.  The  council  stated,  "Eximbank  insurance  and  loan  guarantees 
for  South  Africa,  as  well  as  other  U.S.  Government  operations  which 
promote  the  flow  of  capital  or  credit  to  South  Africa,  should  end." 

Since  1964  the  Eximbank  has  not  made  direct  loans  to  South  Africa. 
It  has,  however,  guaranteed  commercial  bank  loans  to  South  African 
purchasers,  insured  against  political  risks  involved  in  advancing 
credits  to  such  purchasers,  and  has  encouraged  commercial  banks  to 
make  export  loans  through  "discount  loans"  to  those  banks.  Since 
1974,  participatory  financing  by  the  Eximbank  of  export  loans  by 
private  banks  up  to  a  10-year  period  has  been  in  effect. 

The  1974  amendments  to  section  2(b)  (10)  of  the  Export-Import 
Bank  Act  require  that  "the  Board  of  Directors  shall  take  into  account 
any  serious  adverse  effect  of  such  loan  or  guarantee  on  the  competitive 
position  of  U.S.  industry,  the  availability  of  materials  which  are  in 
short  supply  in  the  United  States,  and  employment  in  the  United 
States."  That  language  is  not  strong  enough,  and  more  detailed  require- 
ments are  needed. 

In  1978  the  United  States  also  faces  new  conditions.  There  is  an 
alleged  shortage  of  investment  capital  in  the  United  States.  American 
industry  needs  new  factors  and  equipment  at  home.  American 
workers  need  jobs — good  jobs  in  all  types  of  industries.  We  believe  the 
Eximbank  should  not  be  used  to  help  U.S.  industry  expand  abroad 
while  jobs  and  production  are  needed  at  home. 

There  is  a  crisis  of  confidence  in  the  world  today.  The  deficits  of 
developed  and  developing  countries  alike  have  become  billion-dollar 
boomerangs  in  a  changing  world.  Competition  to  subsidize  exports 
will  not  solve  that  problem. 

The  AFL-CIO  urges  that  the  1974  and  1977  legislative  correction 
of  the  Bank's  abuses,  the  institution  of  congressional  oversight  and 
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reporting  of  loans,  and  even  further  congressional  supervision  be 
maintained.  The  reasons  for  more  care  are  the  following : 

Some  proponents  of  the  changes  want  Eximbank  to  finance  non- 
U.S.-made  production,  so-called  foreign  content.  That  fact  alone 
should  put  the  subcommittee  on  guard.  It  should  cast  doubt  on  claims 
that  changes  will  benefit  U.S.  trade  and  employment. 

It  was,  in  fact,  the  ultimate  financing  of  foreign  production — even 
the  production  of  the  Soviet  Union — that  led  to  the  congressional  ac- 
tion to  curb  the  Bank  in  1974.  Now  the  Bank  and  the  proponents  of 
change  want  to  finance  foreign  content.  The  AFL-CIO  opposes  this 
authority. 

In  1971,  devaluation  of  the  dollar  encouraged  exports  of  logs,  hides, 
and  other  materials  in  short  supply.  Exporting  new  technology  with 
Eximbank  help  further  threatened  the  U.S.  economy.  Similar  prob- 
lems are  developing  now. 

In  1971  the  Bank's  representatives  convinced  the  administration 
and  the  Congress  that  the  Bank  should  be  removed  from  the  budget. 
Some  exporters — including  international  firms  and  banks — which 
benefit  from  the  subsidy  have  once  again  urged  that  the  Bank  be  re- 
moved from  the  budget. 

The  report  of  the  Chamber  of  Commerce  of  the  United  States  task 
force  on  exports  raised  all  of  the  issues  which  led  to  this  abuse  in  1971, 
and  that  Chamber  task  force  continues  to  call  for  removal  of  Exim- 
bank from  the  budget. 

In  1971  there  were  no  loans  to  Communist  countries.  By  early  1974 
the  Bank  had  about  $1  billion  in  such  loans.  Only  congressional  action 
curbed  further  loans.  Now  the  Soviet  Union  still  wants  technology  as 
long  as  the  U.S.  taxpayer  will  foot  the  bill. 

In  1971  the  United  States  was  urged  to  subsidize  U.S.  exports  to 
compete  with  Germany  and  Japan,  which  are  major  exporters. 

Many  of  those  who  urge  this  competition  are  U.S.  firms  located  in 
other  countries.  The  solution  to  this  problem  is  not  competitive  sub- 
sidies among  nations.  The  law  now  requires  negotiations  to  end  such 
competition.  But  other  countries'  policies  and  laws  have  more  influ- 
ence on  their  trade  and  well-being  than  their  subsidies  for  exports. 
Other  countries  more  carefully  monitor  and  restrict  capital  flows. 
Other  countries  also  have  more  import  protection  than  the  United 
States. 

The  AFL-CIO  believes  that  the  administration  proposal  for  a  $15 
billion  expansion  of  the  Eximbank  is  too  large.  A  more  modest  ex- 
pansion of  $5  billion  would  be  more  in  line  with  a  balanced  approach. 

The  President's  1979  budget  proposals  projected  a  continued  statu- 
tory authority  of  $25  billion.  The  new  administration  proposal  for  a 
$15  billion  expansion  is,  in  our  view,  too  large  an  increase  for  this 
agency. 

Once  again,  the  AFLr-CIO  urges  better  monitoring  of  Eximbank 
policies  for  the  needs  of  the  United  States — to  insure  a  healthy  econ- 
omy, a  strong  industrial  base,  and  improved  employment  opportuni- 
ties at  various  skill  levels  for  all  Americans.  Thank  you. 

fMr.  Biemiller's  prepared  statement,  on  behalf  of  the  American 
Federation  of  Labor-Congress  of  Industrial  Organizations  (AFL- 
CIO),  with  attached  appendixes,  follows:] 
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STATEMENT  CF  ANDREW  J.  B1EMILLER,  DIRECTOR,  DEPARTMENT  OF  LEGISLATION,  AFL-CIO 
ON  EXTENSION  OF  THE  EXPORT-IMPORT  BANK,  BEFORE  THJ2  SUBCOMMITTEE  ON  INTERNATIONAL 
TRADE,  INVESTMENT  AND  MONETARY  POLICY  OF  THE  COMMITTEE  Of!  BANKING,  FINANCE  AMD 
URBAN  AFFAIRS  OF  THE  HOUSE  OF  REPRESENTATIVES 


The  AFL-CIO  welcomes  this  opportunity  to  present  its  views  on  the 
Export- Import  Bank.  The  AFL-CIO  supports  the  extension  of  the  life  of  the 
Bank  for  another  five  years,  because  the  Exinbank  can  promote  United  States 
exports  in  the  national  interest.   The  AFL-CIO  supports  a  modest  increase  in 
financing  authority  for  the  Bank.  We  object  to  any  changes  that  increase  the 
Bank's  scope  of  operations.  The  Eximbank  should  be  specifically  prohibited 
from  financing  loans  to  help  the  Soviet  Union,  Communist  China  and  South  Africa. 

The  Export-Import  Bank  is  a  government  agency,  created  by  the  Congress 
and  backed  by  the  full  faith  and  credit  of  the  United  States.  Congress  estab- 
lished the  Bank  to  subsidize  United  States  exporters  when  private  financing  is 
not  available  and  to  serve  the  nation's  interest.  The  Bank's  authority  to  issue 
loans,  guarantees  and  insurance  —  which  are  backed  by  the  United  States  taxpayer  — 
is  set  by  the  Congress.   Currently,  this  authority  is  set  at  $25  billion.  Exim- 
bank'a  exposure  is  greater  than  this  authorisation,  however,  because  the  loan 
guarantee  and  insurance  authorizations  are  reported  by  law  as  a  fraction  of  their 
face  value. 

The  history  of  Eximbank  in  the  early  1970s  gives  evidence  that  only 
legislative  curbs  and  continual  Congressional  oversight  can  assure  that  the  Export- 
Import  Bank  will  serve  the  U.S.  interest. 

Between  1971  and  1974,  when  the  Bank's  authority  was  raised  to  $20  billion 
and  the  Bank  was  removed  from  the  Federal  Budget,  the  Bank  abused  its  responsibilities. 
As  a  result,  the  U.S.  taxpayer  subsidized  the  export  of  jobs  and  technology  to  many 
areas  of  the  world,  helped  expand  the  Soviet  Union  in  commercial  and  military  terms, 
and  provided  competitive  disadvantages  for  the  United  States  from  abroad.  This  is 
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not  whet  Congress  intended. 

Because  that  history  could  be  repeated,  let  ae  cite  some  AFL-CIO  charges 
in  1973  and  1974,  the  Congressional  response  in  the  1974  and  1977  amendments  and 
what  we  have  learned  since  then. 

In  1973  and  1974  the  AFL-CIO  called  for  a  redefinition  of  Exiabenk's  role 
because  we  believed  it  had  exceeded  its  authority: 

At  that  tiae  the  Bxiabank  was  promoting  the  export  of  Americen  jobs 
and  technology  instead  of  promoting  exports  of  Aaerican  products.  The  Bank 
ana  subsidising  the  export  of  whole  factories  or  the  newest  production  processes 
—  often  for  the  expansion  of  foreign  subsidiaries  of  U.S. -based  firms  in  other 
countries.  These  factories  abroad  could  produce  for  the  U.S.  market  in 
industries  where  hundreds  of  thousands  of  Aaericens  were  elready  losing  jobs 
et  home.  He  circulated  a  list  of  saaple  loans,  which  is  attached  (Appendix  X) 
At  that  tiae  we  celled  specific  attention  to  e  loan  for  an  auto  parte 
pleat  in  Mexico,  to  aake  leef  springs,  despite  high  unemployment  in  U.S.  euto 
parte  factories.  We  charged  thet  advanced  technology  wee  being  exported  to 
Communist  countries,  end  cited  the  Control  Date  computer  projects  in  Poland 
and  loaania  es  examples,  both  subsidized  by  Bxiabank. 

The  Congress  aede  clear  in  its  aaendaents  in  1974  thet  uhe  policy  of  the 
United  States  wes  to  promote  U.  S.  employment  and  directed  the  Benk  not  to  creete 
competitive  disadvantages  for  U.  S.  industry.   But  no  specific  requirement  for 
reporting  long-tern  end  short-team  job  effects  wes  set  in  piece. 

Since  1974  the  Benk  hes  not  financed  es  aeny  factories  abroed  but  job 
exports  heve  continued:  Some  examples  ere  attached  (Appendix  II).  A  textile  mill 
for  synthetic  fibres  in  Iran,  and  equipment  to  aske  steel  tubes  in  Romania  —  all 
were  subsidized  in  1976  end  early  1977.  These  are  industries  where  U.S.  producers 
end  workers  ere  seeking  import  relief.  The  AFL-CIO' s  1974  complaint  about  the 
leef  spring  plent  proved  correct.  As  leef  spring  imports  begen  to  eccelerate,  U.S. 
government  officiels  were  asked  to  remove  tariffs  on  leef  springs  from  Mexico  in 
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1976  —  as  part  of  a  special  preferential  tariff  treatment  for  developing  countries. 
The  argument  was  that  the  Eximbank  subsidised  plant  in  Mexico  could  only  pay  off  its 
loan  by  exporting  into  this  country.  Only  union  protest  kept  this  special  dutyfree 
treatment  from  becoming  effective. 

On  March  3,  1977,  Electronic  News  reported  "Last  month,  for  the  first 
time,  $135,000  in  computer  equipment  imports  showed  up  from  Romania,  which,  sources 
believe,  may  have  been  a  Control  Data  production  buy-back  from  its  joint  venture 
in  that  country."  Thus  the  1974  Eximbank  loan  became  the  1977  competitive,  job- 
destroying  product. 

The  law  should  require  the  Bank,  in  addition  to  reporting  competitive 
effects,  to  provide  both  a  short-term  and  a  long-term  employment  impact  statement 
on  each  project  to  curb  the  eventual  export  of  U.S.  jobs. 

Before  1974  Eximbank  blatantly  promoted  the  interests  of  the  Soviet 
Union  at  the  expense  of  vital  American  interests.  Specifically,  the  Eximbank 
made  loans  to  the  Soviet  Union  and  other  Communist  countries  at  6Z  internet  ratee 
while  U.S.  borrowers  at  home  were  paying  rates  of  9X  and  12%  or  could  not  get  money 
at  all.  These  long-term,  low-interest  Eximbank  loans  were  structured  to  benefit 
Communist  countries  and  multinational  banks  with  operations  in  Communist  countries 
rather  than  the  people  of  the  United  States. 

Under  these  arrangements,  the  Communist  countries  received  low  interest  loans 
and  new  equipment  —  with  the  Eximbank  putting  up  taxpayer-backed  money  for  451 
of  the  loan.  The  banks  were  repaid  first,  while  the  Eximbank  was  paid  hack  last. 
The  first  Eximbank  loan  to  help  build  the  huge  Kama  River  truck  factory  operation 
in  Russia  was  described  in  detail  by  the  AFL-CIO  in  April  of  1974  before  this 
Subcommittee.  The  Chase  Manhattan  Bank,  whose  Russian  address  is  Mo.  1  Karl  Marx 
Square,  Moscow,  was  the  major  U.S.  beneficiary.  That  loan  and  others  helped  to 
subsidise  the  Soviet  military  apparatus  and  helped  increase  Soviet  commercial 
technology.  AFL-CIO  protested  this  aid  to  the  Soviet  Union. 


Digitized  by  VjOOQ IC 


215 


Since  mid-1974  the  Eximbank  baa  suspended  authorisations  to  the  Soviet  Union. 
Congress  emended  the  lav  to  correct  even  more  abuses  than  those  we  raised.  According 
to  a  CAD  report  in  February  1976,  the  subsidies  to  the  Soviet  Union  had  been  far 
worse  than  we  knew: 

First,  the  Eximbank  had  loaned  noney  for  items  that  were  produced  only 
in  the  U.S.,  so  that  no  competitive  need  for  the  subsidised  loan  was  shown.  For 
example,  some  submersible  pumps  arranged  for  export  with  Eximbank  money  were  produced 
only  by  four  U.S.  firms  in  Oklahoma  according  to  the  U.S.  exporter,  quoted  in  the 
GAO  report. 

Second,  the  GAO  found  that  Eximbank  approved  Soviet  loans  without  documen- 
tation because  the  Soviet  would  not  supply  financial  information  needed  to  determine 
whether  the  credit  riak  was  worthwhile. 

Third,  the  GAO  found  that  loans  were  unnecessary.  When  Eximbank,  loams  were 
suspended  in  1974,  the  Soviet  continued  to  buy  the  equipment  they  needed  for  cash. 
The  GAO  stated,  "Since  mid-1974,  Eximbank  operations  with  the  Soviet  Union  have  been 
suspended  and  millions  of  dollars  have  been  paid  in  cash  to  U.  S.  exporters  for 
equipment.  Also  the  Soviets  appear  to  prefer  to  pay  cash  when  interest  rates  reach 
a  certain  level." 

Fourth,  Executive  Branch  officials  pressured  the  Bank  to  make  loans  which 
Eximbank  did  not  want  to  make,  according  to  GAO.  The  Soviet  Union  represent stives 
urged  the  State  Department  and  other  U.  S.  officials  to  contsct  the  Bank  to  assure 
Eximbank  cooperation. 

Clearly  Congressional  oversight  and  statutory  direction  are  essential  if 
the  interests  of  the  nation  are  to  be  protected.  In  1974,  Congress  directed  de- 
tsiled  reporting  of  every  losn  to  Communist  countries  snd  forbsde  losns  to  nations  thst 
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did  not  grant  free  emigration.  This  direction  ■hovld  include  a  flat 
prohibition  against  loans  to  the  Soviet  Union,  and  Communist  China. 

In  addition,  the  human  righta  provision  which  was  adopted  last  year 
in  PL  95-143  added  to  the  law  an  important  concept:  that  U.S.  policy  promotes 
and  encourages  increased  respect  for  human  rights  and  fundamental  freedoms.  We  sup- 
port that  concept. 

Energy  loans  for  up  to  $7  billion  in  a  Siberian  energy  project  were 
being  considered  when  the  AFL-CIO  urged  Congressional  action  in  1974.  AFL-CIO 
endorsed  the  Congressional  view  that  "if  our  taxpayers  are  going  to  subsidise  energy 
development,  the  investment  should  be  made  here,  not  in  Siberia." 

No  loans  to  the  Yakutsk  project,  as  the  Siberian  energy  venture  was  called, 
went  forward  after  Congress  acted.  The  1974  amendments  effectively  forbid  such 
loans  and  require  Congressional  notification  and  a  Presidential  statement  of  national 
interest  for  energy  loans. 

AFL-CIO  concerns  ebout  energy  ere  not  limited  to  Communis!  countries. 

The  Congress  also  required  in  Section  2  (b)  (3)  of  the  1974  amended  Export- 
Import  Bank  Act  that  any  loan  of  more  then  $60  million  for  energy  materials  must 
be  reported  to  the  Congress.  The  result  hes  been  Congressional  requirements  that 
the  Executive  Branch  negotiate  with  Spein,  Frence  and  Korea  concerning  the  use  of 
nuclear  fecilities  to  be  financed  by  the  Bank. 

The  law  as  amended  last  yeer  now  requires  thet  additional  information 
on  nuclear  proliferation  assessments  be  supplied  by  the  Secretary  of  State  and  the 
Director  of  the  Arms  Control  and  Disarmament  Agency  regarding  adequacy  of  control 
mechanisms  which  have  been  agreed  to.  AFL-CIO  supports  such  notificetion. 
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The  AFL-CIO  alto  urged  that  similar  advance  notification  of  each  and  every 
specific  transaction  involving  the  extension  of  credit  by  the  Bank  should  be  provided 
to  the  Congress.  Such  advance  notification  should  include  the  project's  impact  on 
employment  in  detail  —  not  only  of  short-run  job  creation,  but  of  long- term  job 
destruction. 

On  February  24,  1978  the  AFL-*CIO  Executive  Council  called  for  prohibition 
against  Eximbank  support  for  South  Africa.   The  Council  stated,  "Ex- IN  Bank  insur- 
ance and  loan  guarantees  for  South  Africa,  as  well  as  other  U.S.  government  oper- 
ations which  promote  the  flow  of  capital  or  credit  to  South  Africa  should  end." 

Since  1964  the  Ex-Im  Bank  has  not/made  direct  loans  to  South  Africa. 
It  has,  however,  guaranteed  commercial  bank  loans  to  South  African  purchasers, 
insured  against  political  risks  involved  in  advancing  credits  to  such  purchasers,  and 
has  encouraged  commercial  banks  to  make  export  loans  through  "discount  loans"  to 
those  banks.   Since  1971,  however,  participatory  financing  by  the  Ex-Im  Bank  of 
export  loans  by  private  banks  up  to  a  ten-year  period  has  been  in  effect. 

The  Export-Import  Bank  authorised  $205.4  million  for  South  Africa  over 
the  period  1972  -  1976.  Of  this  amount  $141.7  million  was  for  insurance  and  $63.7 
million  for  loan  guarantees.  These  include  insurance  to  support  loans  for  a  great 
many  different  types  of  industrial  equipment  —  including  steel  plant  equipment  and 
tire-making  facilities.  While  Ex-IM  does  not  directly  provide  credit  to  the  South 
African  government,  it  has  financed  transactions  of  U.S.  private  corporations  which 
deal  directly  with  the  South  African  government,  or  government ^control led  agencies. 

The  1974  amendments  to  Section  2(b)  (1)  of  the  Export-Import  Bank  Act 
require  (b)  that  "the  Board  of  Directors  shall  take  into  account  any  serious  adverse 
effect  of  such  loan  or  guarantee  on  the  competitive  position  of  United  States 
industry,  the  availability  of  materials  which  are  in  short  supply  in  the  United 
States  and  employment  in  the  United  States."  That  language  is  not  strong  enough 
and  more  detailed  requirements  are  needed. 
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Long-term,  low-interest  loans  at  6Z  and  7X  to  build  foreign  countries' 
competitive  advantages  were  the  Eximbank's  policy  in  1973  and  1974  even  though  the 
prime  rate  for  U.S.  corporations  was  moving  up  to  10  3/4X  and  U.S.  borrowers  and 
other  types  of  loans  paid  extremely  high  rates  if  they  could  borrow  any  money  at  all. 

In  1974  Congress  directed  the  Bank  to  raise  rates  to  meke  them  competitive 
at  home  and  to  compare  with  other  countries.  This  was  designed  to  stop  promoting 
interests  of  U.S.  firms  abroad  over  U.S.  interests  at  home.   The  GAG  had  found  that 
any  loan  at  a  rate  lower  than  the  private  market  was  really  almost  the  same  as  a 
grant.   Since  that  time,  the  Bank  has  raised  its  rates,  largely  because  of  the  law's 
policy  statement. 

The  Bank's  1976  report  also  showed  that  foreign  countries'  succesa  in 
exporting  depends  more  on  availability,  quality,  service  and  price  of  exports  than 
on  export  credit  financing.  The  Report,  for  example,  shows  that  the  nation  with 
the  lowest  volume  of  credit-supported  exports  was  West  Germany,  while  the  United 
Kingdom  provided  the  most  support  for  exports.  West  Germany  had  become  a  most 
successful  exporter  of  manufactured  goods  and  the  United  Kingdom  had  consistently 
failed  to  solve  its  trade  problems.  Exporting  requires  far  more  than  subsidised 
government  credit.  Furthermore,  the  Bank's  annual  report  in  1977  shows  a  set  of 
guidelines  among  20  countries  to  establish  official  export  financing  practices. 
These  call  for  a  minimum  15Z  cash  payment  and  other  efforts  to  reduce  cut-throat 
competition.  On  February  22,  1978  the  20  announced  more  progress.  The  United 
States  has  been  disappointed  with  negotiations,  but  they  are  continuing. 

While  Eximbank  has  had  some  new  policy  guidelines  which  attempt  to 
carry  out  the  proper  role  of  the  Bank  —  as  a  lender  of  last  resort,  as  a  sup- 
plement to,  not  a  substitute  for  private  credit,  and  as  a  responsible  government 
agency,  the  statute  does  not  clearly  require  that  result.  Abuses  could  occur  again. 

Eximbank's  operations  were  exempted  from  Federal  Budget  constraints 
in  1971.   This  created  risks  for  the  U.S.  economy.   Budget  officers  could  not  be 
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■ure  of  Che  impact  of  loani,  because  the  budget  effect!  were  not  clear.  *A  GAO 
report  in  1974  had  found  that  expanded  lending  authority  for  Eximbank  could  result 
in  ''an  overt tatement  of  the  budgetary  surplus  or  an  understatement  of  the  bud- 
getary deficit"  that  could  "easily  be  billions  of  dollars." 

In  1974 ,  Congress  placed  Eximbank  under  the  Unified  Budget  for  Fiscal 
Year  1977  which  began  in  October  1976.  This  has  been  continued  and  should  not  be 
changed. 

The  risks  are  rising.  The  Comptroller  General  of  the  United  States 
audited  the  Bank  in  October  1976.  He  said,  "Although  an  increased  amount  was 
added  to  the  reserve  in  fiscal  year  1976,  the  loan  and  loan  interest  delinquencies 
increased...,  the  total  risk  of  incurring  possible  losses  continued  to  be  un- 
predictable..., we  are  therefore  unable  to  express  an  opinion  on  the  adequacy  of 
Exiabank' s  reserve  for  contingencies  and  defaults." 

This  is  particularly  serious  when  the  credit  obligations  of  developing 
countries  are  at  an  all-time  high  and  rising  and  when  the  Communist  countries  owe 
a  large  debt.  We  trust  that  this  committee  will  recognise  the  danger  of  removing 
Eximbank  from  the  Budget.   If  there  are  defaults,  the  full,  faith  and  credit  of  the 
U.S.  government  —  and  therefore  the  taxpayer,  backs  up  Eximbank  operations. 

The  Congressional  Budget  Office  studies  of  the  Budget  have  emphasised 
the  subsidy  aspect  and  the  annual  appropriation  costs  of  the  loans.   But  the  GAO 
audit  of  the  Bank  in  1977  stated:  "The  reserve  is  increasing  while  the  total 
amount  at  risk  is  decreasing.  However,  the  amount  at  risk  on  delinquent  and  re- 
scheduled loans,  including  commercial  loans  purchased  and  subject  to  purchase 
under  guarantee  contracts  in  Zaire,  has  been  increasing. . .For  this  reason,  we  are 
unable  to  express  an  opinion  on  the  adequacy  of  the  reserve." 

The  AFL-CIO  warns  this  committee  that  some  of  the  same  conditions 
which  led  to  the  Bank's  excesses  in  1971-1974  have  reoccurred. 
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In  1971,  fears  of  trade  deficits  led  to  Eximbank  subsidies  of  unwise 
exports.   In  order  to  make  up  for  the  large  trade  deficits  in  1976  and  1977,  the 
Bank  is  again  being  urged  to  change  its  charter  and  emphasise  exports  as  the 
solution  to  trade  deficits. 

In  1971,  devaluation  of  the  dollar  encouraged  exports  of  logs,  hides 
and  other  materials  in  short  supply.  Exporting  new  technology  with  Eximbank  help 
further  threatened  the  U.S.  economy.   Similar  problems  are  developing  now. 

In  1971,  the  Bank's  representatives  convinced  the  Administration  and 
the  Congress  that  the  Bank  should  be  removed  from  the  Budget.   Some  exporters  — 
including  international  firms  and  banks  — which  benefit  from  the  subsidy  have  once 
again  urged  that  the  Bank  be  removed  from  the  Budget.   The  report  of  the  Chamber  of 
Commerce  Task  Force  on  Exports  raised  all  of  the  issues  which  led  to  this  abuse  in 
1971,  and  that  Chamber  Task  Force  continues  to  call  for  removal  of  Eximbank  from  the 
Budget. 

In  1971,  there  were  no  loans  to  Communist  countries.   By  early  1974  the 
Bank  had  about  $1  billion  in  such  loans.  Only  Congressional  action  curbed 
further  loans.   Now  the  Soviet  Union  still  wants  technology  as  long  as  the  U.S. 
taxpayer  will  foot  the  bill. 

In  1971,  the  United  States  was  urged  to  subsidise  U.S.  exports  to 

"compete"  with  German  and  Japan,  who  are  major  exporters.  Many  of  those  who  urge 
this  "competition"  are  U.S.  firms  located  in  other  countries.  The  solution  to 
this  problem  is  not  competitive  subsidies  among  nations.  The  law  now  requires 
negotiations  to  end  such  competition.   Other  countries  more  carefully  monitor  and 
restrict  capital  flows.  Other  countries  also  have  more  import  protection  than  the 
United  States. 
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In  1978,  the  United  State*  alao  faces  new  conditions.  There  la  an  alleged  shortage 
of  inveataent  capital  in  the  United  Statea.  American  industry  needs  new  factories  and 
equipment  at  home.  American  workers  need  jobs  —  good  jobs  in  all  typea  of  in- 
dustries. We  believe  the  Eximbank  should  not  be  used  to  help  United  Statea  industry 
expand  abroad  while  jobs  and  production  are  needed  at  home. 

There  is  a  crisis  of  confidence  in  the  world  today.  The  deficits  of 
developed  and  developing  countries  alike  have  become  billion-dollar  boomerangs 
in  a  changing  world.  Competition  to  subsidise  exports  will  not  solve  that  problem. 

The  AFL-CIO  urges  that  the  1974  and  1977  legislative  correction  of  the 
Bank's  abuses,  the  institution  of  Congressional  oversight  and  reporting  of  loans, 
and  even  further  Congressional  supervision  be  maintained.  The  reaaons  for  more 
care  are  the  following: 

Pirat,  some  proponents  of  the  changes  want  Eximbank  to  finance  non- 
United  States-made  production,  so-called  "foreign  content."  That  fact  alone 
ahould  put  the  subcommittee  on  guard.   It  should  caat  doubt  on  claims  that  changes 
will  benefit  United  States  trade  and  United  Statea  employment. 

It  waa,  in  fact,  the  ultimate  financing  of  foreign  production  —  even 
the  production  of  the  Soviet  Union  —  that  led  to  the  Congressional  action  to  curb 
the  Bank  in  1974.  Now  the  Bank  and  the  proponents  of  change  want  to  finance 
foreign  content.  The  AFL-CIO  opposes  this  authority. 

As  a  matter  of  policy,  the  Bank  does  not  now  support  "foreign  content." 
A  report  of  the  amount  recently  supported  gives  us  no  concern:   From  April  1,  1977 
through  September  1977,  the  Bank's  report  to  the  Congress  in  December  shows  that 
there  were  "eight  instances"  where  foreign  content  waa  included  in  loans  disbursed 
under  these  programs.   In  six  of  these  cases,  the  foreign  content  was  an  integral 
part  of  a  much  larger  predominantly  United  States-manufactured  supplied  component." 
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The  total  value  was  .004  percent  of  the  $570  million  disbursed  in  that  period. 
If  the  report  it  correct,  we  find  no  reason  for  worry.  We  think  that  is  an 
appropriate  ratio.  But  we  believe  the  law  should  require  that  a  United  States 
government  agency  that  promotes  United  States  exports  should  make  sure  that 
United  States  production  and  jobs  are  the  source  of  the  exports. 

Second,  some  very  recent  operations  of  the  Bank  include  examples  of 
abuses  of  the  kind  that  developed  in  the  early  1970s  and  led  to  questioning 
about  the  Bank  by  the  AFL-CIO  and  the  Congress.  These  examples  should  put  the 
subcommittee  on  guard  against  extending  any  more  operational  authority  to  the 

In  November  1977,  the  Eximbank  announced  a  loan  to  help  finance  ateel 
production  in  Brazil.  The  amount  of  support  was  $11.4  million  at  8  percent  annual 
interest.   November  1977  was  a  period  when  the  entire  steel  industry  and  the 
Steelworkers  union  and  the  people  in  steel  towns  across  America  were  making  head- 
lines because  they  needed  help.   Imports  of  steel  were  a  major  problem  and  a 
major  difficulty  for  employment  and  production  at  home. 

There  is  a  worldwide  surplus  in  steel  and  world  over-capacity.   In- 
creasing exports  of  steel  to  the  United  States  have  already  caused  serious  United 
States  unemployment  and  dislocation.   The  Bank  should  not  be  financing  operations 
where  Juch  conditions  exist.  Yet  the  Brazilian  loan,  a  silicon  steel  mill  in 
Korea,  an  expansion  of  a  steel  works  in  Yugoslavia,  and  a  heavy  plate  mill  in 
Romania  have  all  taken  place  in  the  period  of  surplus  . 

Third,  the  earlier  concerns  about  the  deficits  in  the  world  should  be 
heightened  because  of  the  inability  for  Zaire  to  meet  its  interest  or  fees  on  its 
$435  million  debt  to  the  Bank  between  August  and  October  and  the  prospects  for 
repayment  were  not  promising.   But  at  the  same  time,  Zaire  had  been  making  payments 
on  its  debts  to  commercial  banks.   The  AFL-CIO  agrees  with  the  concept  of  the  Bank 
that  the  payment  of  debts  to  private  lenders  and  public  lenders  should  be  shared 
equally. 
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Fourth,  the  Congress  h*«  already  committed  billions  to  bail  out  deficit 
countries  —  non-oil  countries.  The  tfitteveen  facility  of  the  IMF  and  other  progress 
are  designed  for  such  help.  Eximbank  loans  should  take  into  account  the  amount 
of  funding  already  given  to  support  these  countries. 

The  AFL-CIO  believes  that  the  Administration  proposal  for  a  $15  billion 
expansion  of  the  Eximbank  is  too  large.  A  ■ore  modest  expansion  of  $5  billion  would 
be  more  in  line  with  a  balanced  approach. 

The  President's  1979  Budget  proposals  projected  a  continued  statutory 
authority  of  $25  billion.  The  new  Administration  position  for  a  $15  billion  ex- 
pansion is,  in  our  view,  too  large  an  increase  for  this  agency. 

Once  again,  the  AFL-CIO  urges  better  monitoring  of  Eximbank  policies 
for  the  needs  of  the  United  States  —  to  insure  a  healthy  economy,  a  strong 
industrial  base  and  for  improved  employment  opportunities  at  various  skill  levels 
for  all  Americans. 
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Chairman  Neal.  Thank  you,  Mr.  Biemiller,  for  your  very  excellent 
testimony. 

Mr.  Tsongas? 

Mr.  Tsongas.  Good  morning.  I  am  pleased  that  the  AFL-CIO  has 
taken  a  position  in  support  of  the  Bank,  because  I  do  think  that  the 
situation  with  OPIC  suggested  a  kind  of  collision  course  between  the 
AFL-CIO  and  people  like  myself  who  are  strong  supporters  of  labor 
but  who  feel  on  issues  like  this  that  there  are  other  considerations. 

So  I  applaud  the  reasonableness  of  your  statement. 

Let  me  raise  two  issues — one,  just  a  minor,  nitpicking  issue,  and  the 
other,  on  which  I  happen  to  agree  with  you. 

The  nitpicking  issue — and  I  characterize  it  as  such  because  it  is 
nothing  more  than  that— on  page  3  there  is  a  line  here  which  says, 
"The  Chase  Manhattan  Bank,  whose  Russian  address  is  No.  1  Karl 
Marx  Square,  Moscow,  was  a  major  U.S.  beneficiary." 

I  think  that  speaks  for  itself.  That  is  somewhat  unnecessary.  Some- 
one remarked  earlier  that  if  it  was  No.  1  David  Rockefeller  Square, 
I  guess  you  would  have  no  objection. 

But  on  South  Africa,  I  intend  to  offer  an  amendment  to  prohibit 
Export-Import  Bank  involvement  with  South  Africa,  and  I  am 
pleased  that  the  AFL-CIO  has  seen  fit  to  support  that  approach. 

I  view  South  Africa  as  really  a  unique  situation  in  which  the  United 
States  has  just  an  incredible  responsibility. 

The  long-term  implications  of  what  is  happening  in  South  Africa 
are  devastating,  and  it  is  time  to  turn  that  government  around,  and 
Export-Import  Bank  has  a  role  to  play  in  that,  and  I  want  to  thank 
you  for  your  support. 

I  had  come  here  today  to  do  battle  with  you,  but  since  your  position 
is  reasonable  on  the  Bank,  I  will  defer  to  my  colleagues. 

Chairman  Neal.  Mr.  Pattison? 

Mr.  Pattison.  I  understand,  I  think,  the  conflict  between  the  ex- 
ports and  jobs,  and  I  don't  know  that  there  is  any  real  solution  to  that 
conflict. 

I  was  talking  to  some  representatives  the  other  day  from  the  textile 
machinery  industry,  and  that  is  a  very  competitive  business,  and  they 
make  textile  machinery  here  in  this  country.  In  fact,  we  have  a  net  im- 
port position  on  textile  machinery  in  this  country.  And  those  people 
who  work  in  the  textile  machinery  business  in  this  country  are. our 
workers  as  well  as  the  people  who  are  affected  by  textile  imports  from 
other  places.  And  I  don't  know  exactly  how  you  can  choose  between 
one  set  of  workers  on  the  one  hand  and  another  set  of  workers  on  the 
other  hand,  particularly  in  view  of  the  fact  that  it  is  clear  that  every 
developing  nation,  one  if  its  first  industries  is  going  to  be  in  the  area 
of  producing  textiles  for  its  own  people.  Obviously,  they  are  going  to 
try  and  export  them  to  us  if  we  let  them,  also.  And  it  just  seems  to  me 
that  it  is  really  a  balancing  act  that  you  have  got  to  get  into  here,  be- 
cause when  we  do  finance  exports  of  almost  any  nature,  with  the  ex- 
ception of  some  energy  things — and,  actually,  almost  anything — it 
does  ultimately  develop  industry  in  another  country,  and  an  industry 
in  another  country  is  obviously  going  to  try  to  export  to  us,  and  we 
are  going:  to  have  that  problem. 

Isn't  that  essentially  the  case  with  this  kind  of  legislation,  this  kind 
of  instrumentality. 
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Mr.  Oswald.  Mr.  Pattison,  I  think  you  touch  on  a  number  of  the 
problems,  but  I  think  the  Export-Import  Bank  should  be  particularly 
cautioned  in  areas  where  there  is  an  already  worldwide  excess  capac- 
ity, particularly  in  steel.  But  part  of  that  may  apply  even  to  some 
textile  problems  which  clearly  are  in  a  state  of  over  capacity.  But 
there  are  many  other  industrial  sectors  that  are  expanding  in  which 
clearly  we  should  be  aiding  the  export  of  goods  to  those  countries. 
I  think  that  is  basically  why  we  are  supporting  this  legislation. 

Mr.  Pattison.  But  once  again,  to  the  extent  that  we  achieve  sort  of 
a  worldwide  role  in  improving  the  economies  of  other  countries  to  anv 
extent,  to  improving  their  technology,  their  ability  to  produce,  whicn 
is  clearly  in  the  interest  of  all  of  us  in  a  more  cosmic  sense,  then  we 
are  going  to  create  competition  for  ourselves;  isn't  that  ultimately 
true? 

Mr.  Oswald.  Mr.  Pattison,  we  are  not  worried  about  fair  competi- 
tion. We  are  urging  that  the  U.S.  tax  dollar  not  be  used  in  such  a  way 
that  it  becomes  harmful  for  the  XT.S.  taxpayer  who  originally  put  up 
that  dollar.  And  it  is  that  type  of  balance  that  has  to  be  viewed. 

I  don't  think  that  people  who  are  now  being  laid  off  in  the  steel 
industry  were  against  India  20  years  ago  developing  a  steel  capacity. 
We  should  not  add  to  the  worldwide  surplus  in  steel  today  when 
steel  clearly,  on  a  worldwide  basis,  is  in  excess.  That  then  would  be 
harmful  to  American  workers. 

Mr.  Pattison.  Well,  I  think  you  could  make  the  argument  in  that 
particular  case.  It  is  just  a  bad  loan,  from  the  banking  standpoint. 
You  don't  finance  something  that  is  not  going  to  be  able  to  be  sold,  no 
matter  where.  So  you  can  make  that  argument  on  that  basis — a  loan — 
without  even  getting  into  the  problem  of  imports  to  this  country. 

It  seems  to  me  that  when  you  finance  somebody  who  is  going  to 
make  another  kind  of  a  product,  another  product  that  we  already 
have  a  surplus  of,  that  the  Bank  ought  to  be  very  cautious  in  doing 
that. 

Mr.  Oswald.  Well,  Mr.  Pattison,  I  think  some  of  the  Chamber 
people  speaking  before  us  gave  considerable  descriptions  of  some  of 
the  restrictions  in  the  Mexican  market.  The  same  takes  place  in  many 
other  markets  where  there  is  not  really  free  trade,  where  they  do  re- 
quire domestic  production,  where  they  do  require  a  certain  amount  of 
domestic  contact,  where  they  keep  out  other  items.  And  it  is  these  types 
of  restrictions  in  many  countries  throughout  the  world  that  really 
inhibit  America's  ability  to  really  participate  in  what  is  called  free 
trade. 

There  isn't  free  trade  with  many  of  these  countries,  and  that  is  really 
one  of  the  crucial  elements  in  this  whole  issue.  And  if  the  United  States 
then  aids  that  restricted  world  and  abets  it  by  providing  Government 
assistance  for  development  of  the  even  more  protective  activities  in 
some  of  these  countries,  we  may  be  further  harming  our  own  competi- 
tive ability. 

Mr.  P  vttison.  My  time  has  expired. 

Thank  you. 

Chairman  Neal.  Mr.  Leach  ? 

Mr.  Leacti.  Mr.  Biemiller,  I  can  understand  but  I  dont  entirely 
agree  with  your  strong  philosophical  objection  to  the  financingof 
sales  to  the  Soviet  Union  and  Communist  China,  but  I  am  wondering 
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if  you  would  be  willing  on  behalf  of  the  AFL-CIO  to  make  an  ex- 
ception for  agricultural  sales. 

And  I  say  this  for  two  reasons. 

One,  with  regard  to  the  Soviet  Union,  there  is  a  tremendous  market. 
There  are  220  million  people  there  buying  a  significant  amount  of 
American  wheat  and  corn  and  even  some  soybeans.  And  obviously, 
China  is  900  million  people,  and  even  though  they  are  not  buying 
much  today,  they  could. 

Second,  when  you  sell  agricultural  products — wheat,  corn,  soybeans, 
whatever — these  are  resources  that  the  Soviet  Union  and  China  have 
to  devote  to  feeding  people,  and  that  means  these  are  resources  that 
they  cannot  use  either  to  develop  weaponry  or  their  industrial 
potential.  I  am  wondering  if  agriculture,  even  given  the  philosophical 
bias  against  anything  that  might  indirectly  help  the  Soviets  or  the 
Chinese,  might  not  be  a  clearcut  case  of  total  American  self-interest. 

Mr.  Biemiluer.  We  have  been  very  much  interested  in  the  whole 
question  of  the  sale  of  agricultural  products  to  Russia. 

Actually,  the  Ford  administration  finally  did  what  we  have  been 
urging,  that  government  to  government  establishing  a  long-term 
policy  in  which  the  Russian  Government  made  certain  minimum 
agreements. 

Now,  the  problem  that  was  going  on,  particularly  in  wheat,  with 
Russia  was  that  the  Russians  would  come  in  and  buy  at  the  low  mar- 
ket and  then  get  out  as  the  price  went  up.  They  are  now  are  obligated 
under  the  agreements  that  were  reached  to  buy  a  certain  minimum  of 
wheat  every  year. 

We  have  long  said  that  the  only  way  that  you  can  ever  deal  with  the 
Russians  is  government  to  government.  You  can't  have  capitalists  in 
the  United  States  dealing  with  the  Russian  Government.  That  is  what 
was  filing  on  originally. 

We  found  that  the  big  grain  exporters  were  perfectly  willing  to  do 
anything  the  Russians  wanted  done,  but  they  can't  do  that  anymore. 

And,  hence,  I  agree,  we  would  like  to  see  more  of  that  type  of  agree- 
ment reached  with  the  Russians  in  terms  of  agricultural  products. 

Mr.  Leach.  Does  this  have  implications  for  your  position  on  Exim  ? 

Would  you  object  to  Exim  financing  of  agricultural  sales  to  the 
Soviet  Union  ? 

Mr.  Biemiller.  I  don't  think  there  has  ever  been  any  Eximbank 
financing  to  the  best  of  my  knowledge — not  of  agricultural  products. 

Mr.  Leach.  Would  you  object  to  it  ? 

Mr.  Oswald.  Currently,  of  all  Eximbanks'  authorizations  it  finances 
only  8  percent  in  the  agricultural  area. 

Mr.  Leach.  Actually,  it  is  even  less  than  that,  because  that  does  in- 
clude farm  equipment.  It  looks  like  it  is  even  less  than  3  percent.  One 
of  my  concerns,  and  we  talked  about  this  yesterday,  is  that  perhaps 
Eximbank's  role  could  increase  in  this  area. 

My  only  question  was,  does  that  make  sense  to  you,  or  would  you 
rather  Eximbank  be  kept  entirely  out  of  it  ? 

Mr.  Oswald.  We  would  rather  see  Eximbank  kept  out  of  this  in 
terms  of  the  Soviet  Union.  We  would  rather  see  a  much  more  com- 
prehensive policy,  building  on  the  earlier  Ford  agreement  with  the 
Russians  in  terms  of  stabilizing  and  bringing  more  orderly  marketing 
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arrangements  with  the  Soviets.  And,  hopefully,  the  same  sort  of  things 
could  be  developed  with  other  countries  that  are  nonmarket  countries. 

What  we  are  saying,  basically,  is  that  in  a  nonmarket  economy 
where  the  government  is  the  one  that  is  negotiating  on  the  other  side  of 
the  table,  that  the  U.S.  Government  should  be  negotiating  on  this  side 
of  the  table — rather  than  allowing  the  government  on  the  other  side 
to  play  off  different  individuals  in  this  country.  And  we  would  rather 
see  a  much  broader  approach  in  the  marketing  arrangements  with  the 
Soviet  Union. 

Mr.  Leach.  Thank  you  very  much. 

Chairman  Neal.  The  Bank  is  limited  now  by  the  Jackson- Vanik 
amendment,  as  I  remember,  so  there  would  be  nothing  the  Bank  could 
do  unless  that  language  is  rescinded  or  modified  in  some  way. 

Mr.  Biemiller,  in  1974  the  amendments  to  Eximbank's  charter  made 
the  Bank's  directors  take  account  of  any  adverse  impact  on  domestic 
employment  when  the  Bank  makes  loans.  I  would  like  to  know 
whether  you  think  the  Bank  has  been  following  that  mandate  since 
1974. 

Mr.  Oswald.  Mr.  Chairman,  the  Bank's  efforts  and  activities  are  not 
as  complete  as  we  would  like  to  see  them. 

They  have  attempted  to  take  account  somewhat  of  immediate,  di- 
rect job  displacements  but  not  in  a  way  that  can  be  considered  ade- 
quate or  appropriate.  They  have  been  even  less  concerned  with  indirect 
job  displacements  where  there  may  have  been  displacements  that  are 
indirect  rather  than  directly  related  to  the  loan,  or  sometimes  the 
longer  term  implications  of  displacement  of  other  U.S.  exports.  The 
type  of  things  Mr.  Pattison  raised  in  his  description  of  part  of  the 
problems  of  the  textile  machinery  industry  is  an  example:  You  do 
have  some  gain  in  jobs  for  textile  machinery  manufacturers,  but  later 
on  you  may  have  some  concerns  with  the  displacements  that  may 
occur  secondarily  in  the  textile  industry  in  terms  of  the  excess  world 
capacity. 

The  examples  that  we  had  in  our  testimony  are  a  few  that  came 
particularly  to  our  attention  in  terms  of  recent  loans — the  steel  financ- 
ing in  Yugoslavia,  and  Korea,  and  in  Rumania,  and  in  Brazil.  They 
added  onto  a  loan  in  Poland  for  color  television  tubes.  There  is,  there- 
fore, some  question  about  the  employment  impact,  but  by  and  large, 
thev  have  done  a  considerably  better  job  than  had  been  done  earlier. 

Chairman  Neal.  I  have  come  to  think  that  probably  those  exports 
would  have  been  made  by  someone  else,  anyway,  if  we  had  not  made 
them. 

If  I  may,  I  would  like  to  speak  to  a  couple  of  points  that  you  raised 
in  your  testimony. 

After  talking  to  some  people  on  the  subcommittee  about  it,  that  I 
don't  think  you  will  see  anv  reduction  in  congressional  oversight,  and 
T  don't  see,  ^iven  the  moods  of  this  place  concerning  the  budget,  that 
it  will  be  taken  out  of  the  budget  or  that  there  will  be  any  serious  at- 
tempt to  do  that. 

The  authorization  level  is  an  interesting  idea.  T  don't  think  we  have 
had  a  chance  to  reallv  discuss  that  much  amonsr  the  subcommittee  staff. 
T  don't  know  what  the  results  will  be  there.  There  is  just  no  way  of 
predicting  it  at  this  time. 
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I  would  just  make  one  other  comment,  and  it  concerns  the  proposal 
to  extend  hximbank  credits  to  the  People's  Republic  of  China. 
I  notice  that  you  testified  against  that 

The  only  reason  I  think  that  may  have  some  merit— and  I  am  not 
sure,  but  I  think  it  is  worth  discussing— is  that  we  have  some  other 
common  interests  with  the  People's  Republic  of  China— some  verv 
important  strategic  interests— although  I  think  that  we  will  not  nor- 
malize relations  with  the  People's  Republic  of  China  any  time  soon, 
nor  would  I  think  that  we  ought  to  any  time  soon,  it  would  seem  to 
me  that  if  we  extended  Eximbank  credit,  that  might  be  a  gesture  to 
that  country,  short  of  normalization,  which  might  serve  our  vital 
interests  very  well. 
Would  you  like  to  comment  on  that  ? 

Mr.  Biemiller.  Strangely  enough,  to  the  best  of  our  knowledge,  the 
Chinese  Communists  have  never  asked  for  any  credit.  They  pay  cash 
on  the  barrelhead. 

Chairman  Neal.  That  is  absolutely  true.  They  have  bad  experiences 
with  credit. 

Mr.  Biemiller.  They  find  that  they  are  perfectly  willing  to  go  ahead 
on  that  basis,  and  we  think  it  is  a  very  good  way  to  go  ahead. 

Chairman  Neal.  I  would  just  pass  along  one  thing,  though.  I  visited 
there  in  January,  and  we  had  a  meeting  with  Vice  Premier  Teng,  who 
is  the  second  most  powerful  man,  I  guess,  and  who  is  in  charge  of 
their  international  relations. 

We  raised  this  point  with  him — in  fact,  I  did,  because  of  this  sub- 
committee. He  said  they  don't  like  to  use  the  word  "credit,"  so  I  asked 
him  if  their  country  would  be  interested  in  extended  payment  terms. 
I  pointed  out  that  in  the  areas  where  they  wanted  to  modernize — in 
communications  and  transportation  and  agricultural  equipment,  high 
technology  equipment  and  this  sort  of  thing;  where  they  intend  to 
make  substantial  purchases  over  the  years — that  we  normally  do  these 
things  very  well,  probably  better  than  any  other  country  in  the  world, 
and  that  we  normally,  in  the  course  of  trade,  give  extended  payment 
terms  to  other  countries.  I  asked  if  they  would  be  interested  in  that 
sort  of  an  arrangement  with  us. 

And  he  said  that  they  had  discussed  this,  and  had  looked  again  at 
this  policy,  but  under  no  circumstances  would  they  be  interested  in 
extended  payment  terms  of  longer  than  10  years. 

So  they  have  really  changed  considerably  on  that  policy. 
And  I  read  recently  where  the  Japanese  have  arranged  to  sell  to  the 
Peoples'  Republic  some  $10  billion  in  sales  over  the  next  few  years, 
and  that  is  an  awful  lot  of  business  we  might  be  losing  because  of  this. 
As  I  say,  from  that  visit,  I  came  away  with  a  strong  impression  of  how 
deeply  they  distrust  and  disliked  the  Russians  and  how  much  they 
want  to  be  friendly  with  us  I,  think. 

Mr.  Oswald.  I  would  just  comment,  to  the  best  of  my  recollection, 
the  Japanese  trade  agreement  does  not  include  any  credits.  It  is  to  be 
financed  by  the  type  of  raw  materials  that  are  guaranteed  to  the 
Japanese. 

Chairman  Neal.  Again,  even  if  they  did  not  accept  it,  it  might  be  a 
worthwhile  gesture,  in  that  it  would  indicate  that  we  at  least  recog- 
nize the  existence  of  that  countrv  with  POO  million  people  and  might 
want  to  be  in  better  communication  with  them. 
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Mr.  Tsongas.  Mr.  Chairman? 

Chairman  Neal.  Yes,  Mr.  Tsongas. 

Mr.  Tsongas.  Just  briefly — I  did  not  get  your  name,  sir. 

Mr.  Oswald.  Oswald. 

Mr.  Tsongas.  It  seems  to  me  one  of  the  most  severe  problems  we 
have  in  terms  of  future  export  capabilities  is  our  increasing  problems 
of  capital  formation.  Have  you  or  the  economists  at  AFL-CIO  done 
any  reports  or  recommendations  on  that  subject  that  we  could  have? 

Mr.  Oswald.  Yes.  I  would  be  happy  to  send  you  material  on  capital 
formation  and  some  of  the  issues  relating  thereto. 

Mr.  Biemiller.  Mr.  Chairman,  it  is  very  minor,  but  I  would  like  to 
just  enter  in  the  record  a  correction  on  a  statement  that  was  made  here 
earlier  by  the  Chamber  of  Commerce  of  the  United  States  folks,  that 
Mexico  was  trying  to  sell  us  gas  at  the  going  market  rate. 

The  Mexicans  are  asking  $2.60  for  their  gas,  which  is  way  above 
even  the  current  intrastate  rate  in  the  State  of  Texas.  It  is  not  quite 
so  simple  as  it  was  presented. 

Chairman  Neal.  I  think  that  was  related  to  the  comparable  energy 
price  value  of  oil. 

Mr.  Biemiller.  I  iust  wanted  to  *ret  that  in.  Tt  happens  that  only 
yesterday  I  was  sitting  in  a  long,  involved  session,  seeing  if  there  is 
any  way  out  of  this  dilemma  on  a  bill  on  an  energy  policy.  This  was 
one  of  the  problems  that  happened  to  come  up.  The  Mexicans  do  want 
$2.60.  That  is  what  they  are  after. 

Chairman  Neal.  Well,  thank  you,  Mr.  Biemiller. 

And  thank  you,  Mr.  Oswald. 

We  welcome  your  support,  and  thank  you  very  much. 

At  this  time,  we  have  a  panel,  comprised  of  Mr.  Ralph  A.  Weller, 
vice  president  of  United  Technologies  Corp.;  Mr.  Reed  Irvine,  chair- 
man of  Accuracy  in  Media  and  former  adviser  in  the  Division  of  In- 
ternational Finance  at  the  Federal  Reserve  Board ;  Mr.  Lawrence  A. 
Fox,  vice  president  of  the  National  Association  of  Manufacturers; 
and  MV.  Stephen  M.  DuBrul,  Jr.,  consultant,  Blythe,  Eastman  & 
Dillon,  former  President  and  Chairman  of  the  Export-Import  Bank. 

I  would  like  to  welcome  you  all  and  thank  you  very  much  for  ap- 
pearing before  us.  If  you  would,  we  really  need  your  help  on  this.  We 
want  to  complete  this  testimony,  and  I  think  it's  very  important  testi- 
mony for  us  to  have.  If  you  could  limit  your  comments  to,  please,  no 
more  than  10  minutes  each,  that  would,  I  think,  give  us  some  time  for 
questions  and  answers,  and  we  would  be  glad  to  put  in  the  record  any 
other  material  that  you  have  for  your  complete  statements. 

I  believe  we  had  planned  to  recognize  the  panel  in  the  order  in  which 
I  introduced  them,  if  that  is  agreeable  with  everyone. 

STATEMENT  OF  RALPH  A.  WELLER,  VICE  PRESIDENT,  UNITED 
TECHNOLOGIES  COBF. 

Mr.  Weller.  Thank  you,  Mr.  Chairman. 

I  am  Ralph  Weller,  vice  president  of  United  Technologies  Corp. 
and  chairman  of  the  board  of  the  Otis  Group,  a  United  subsidiary. 

Sitting  behind  me  in  the  audience  are  Mr.  Clark  MacGregor,  vice 
president  of  United  Technologies  Corp. ;  and  Stephen  Sohn,  manager 
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of  project  financing  of  United  Technologies  and  vice  president  of  UT 
Credit  Corp. ;  a  United  subsidiary. 

We  are  very  pleased  to  have  this  opportunity  to  appear  before  your 
subcommittee,  and  in  the  context  of  your  request  to  be  brief  I  will  cut 
my  shorter  comments  down  and  trust  that  my  testimony  will  be  sub- 
mitted in  the  record,  and  the  papers  have  been  submitted. 

I  would  like  to  just  say  a  few  words  about  the  corporation  itself.  As 
you  probably  know,  we  have  many  products :  Pratt  &  Whitney  engines, 
Otis  elevators  and  escalators,  automotive  products,  and  power  and 
telephone  cables  from  our  Essex  division,  Sikorsky  helicopters,  in- 
dustrial gas  turbines,  and  a  variety  of  additional  high-technology 
products. 

We  employ  nearly  140,000  people  worldwide.  We  estimate  that 
20,000  of  these  jobs  are  here  in  the  United  States  and  are  directly 
dependent  on  export  business  from  the  United  States. 

Our  export  business  also  provides  thousands  of  additional  jobs  for 
employees  of  our  suppliers  throughout  the  country.  In  1977,  our  sales, 
our  total  sales,  were  in  excess  of  $5.5  billion,  and  our  export  sales  were 
approximately  $900  million. 

We  are  a  direct  as  well  as  indirect  user  of  various  Eximbank  pro- 
grams. However,  we  primarily  utilize  the  direct  loan  and  financial 
guarantee  programs. 

As  an  indirect  user,  our  Pratt  &  Whitney  aircraft  group  produces 
engines  for  Boeing  and  McDonnell  Douglas,  which  are  subsequently 
exported. 

On  a  direct  basis,  our  company's  power  system  division  alone  re- 
quested Eximbank  support  for  potential  sales  valued  in  excess  of  $1 
billion  in  1977.  This  large  amount  of  request  for  support  derived  from 
the  nature  of  the  gas  turbine  electric  generation  business,  in  which  we 
are  consistently  involved  in  heavy,  competitive  international  bidding 
against  formidable  foreign  competition,  principally  from  Western 
Europe  and  Japan. 

Before  outlining  the  two  particular  sales  we  wish  to  discuss  today, 
I  would  like  to  make  several  points  about  the  Export-Import  Bank, 
which  are  given  more  amplification  in  our  submitted  testimony. 

In  the  interest  of  time,  we  in  general,  support  the  Chamber  of 
Commerce  of  the  United  States  position. 

We  would  like  to  discuss  two  specific  cases  with  you  which  are  quite 
representative  of  situations  that  our  power  systems  division,  which 
sells  gas  turbine  power  equipment,  often  faces. 

The  first  was  a  case  where,  in  early  1977,  we  were  competing  against 
General  Electric,  Hitachi  of  Japan,  John  Brown  of  the  United  King- 
dom, and  AEG  of  West  Germany  for  the  sale  of  10  gas  turbines  in 
the  construction  of  a  340-megawatt  electric  generating  plant  for  the 
Korea  Electric  Co. 

Although  we  were  highly  rated,  based  on  price  and  technical  evalua- 
tions, we  won  the  sale  because  Eximbank  supported  50  percent  of  the 
U.S.  content  on  a  10-year  repayment  basis  at  a  fixed-interest  rate  of 
8%  percent. 

This  sale  totaled  $72  million,  of  which  $52  million  was  U.S.  content. 
It  was  the  largest  sale  ever  consummated  by  our  power  systems  divi- 
sion. This  order  alone  supported  1,100  jobs  within  the  United  Tech- 
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nologies  Corp.  and  our  direct  vendors.  We  estimate  an  additional  1,900 
jobs  were  created  or  maintained  throughout  the  United  States  by 
suppliers  of  goods  and  services  to  United  and  their  vendors. 

We  estimate  that  this  sale  will  contribute  approximately  $45  million 
in  Federal,  State,  and  local  tax  revenues  due  to  its  ripple  effect 
throughout  the  U.S.  economy  even  affecting  local  doctors,  butchers, 
bakers,  and  candy  store  owners. 

Several  hundred  companies  supplied  various  goods  and  services  to 
this  one  sale.  Approximately  80  percent  of  these  companies  are  des- 
ignated small  business  enterprises  by  the  Federal  Government  and  are 
located  throughout  the  United  States. 

I  think  this  speaks  very  strongly  to  the  point  that  was  brought  up 
before,  of  how  small  business  exports,  quite  often  they  export  by  large 
business  sales.  Without  the  support  of  Eximbank,  this  sale  and  its 
attendant  benefits  to  the  economy  of  the  United  States  would  have 
been  lost  to  foreign  competition. 

The  other  case  is  one  that  does  not  have  such  a  happy  ending.  It  is 
a  job  we  lost  last  month  to  Hitachi  of  Japan  in  a  bid  to  one  of  the 
electricity  authorities  in  Malaysia.  We  are  bidding  against  Brown 
Boveri  of  Switzerland,  John  Brown,  GEC,  and  Rolls-Royce  of  the 
United  Kingdom,  AEG  of  West  Germany,  Alsthom  of  France,  Fiat 
of  Italy,  and  Hitachi  and  Mitsubishi  of  Japan. 

In  the  submission  of  our  bid,  Eximbank's  preliminary  commitment 
supported  50  percent  of  the  U.S.  content  on  an  8-year  repayment  basis 
at  a  fixed-interest  rate  of  Sys  percent  per  annum.  The  value  of  this 
potential  sale  was  approximately  $20  million,  of  which  $16  million 
was  U.S.  content. 

After  the  initial  bids  were  evaluated,  four  potential  suppliers  re- 
mained :  Alsthom  of  France,  Hitachi  of  Japan,  AEG  of  West  Ger- 
many, and  our  power  systems  division. 

Our  power  systems  division  was  evaluated  first  in  price  and  techni- 
cal content,  but  was  rated  last  in  competitive  financing,  and  was  thus 
rated  third  overall  on  the  initial  bid  evaluation. 

Obviously,  financing  is  given  considerable  weight  in  the  evaluation 
of  bids.  At  that  point  in  time,  the  Japanese  financing  offer  was  un- 
known. The  Germans  were  offering  10-year  financing  at  6%  percent 
per  annum ;  and  the  French  offered  100-percent  financing  on  a  mixed- 
credit  basis.  That  is,  they  offered  AID-type  soft-loan  financing  cover- 
ing one-third  of  the  sales  price  for  15  years  at  an  interest  rate  of  3 
percent,  fixed,  and  the  balance  at  an  unknown  rate  guaranteed  not  to 
exceed  7y2  percent  per  annum,  fixed,  for  10  years. 

We  relayed  this  information  to  Eximbank,  and  they  expeditiously 
evaluated  this  data  and  responded  with  what  ordinarly  would  have 
been  the  required  financing  to  win  the  bid. 

Despite  a  revised  Eximbank  preliminary  commitment  to  support 
10  percent  of  the  U.S.  content  on  a  15-year  repayment  basis  at  7^  per- 
cent per  annum,  we  ultimately  lost  the  bid  to  the  Japanese,  who  of- 
fered 20-year  financing  at  an  interest  rate  of  4  percent  per  annum. 
Although  this  was  a  Japanese  yen  loan,  their  term  and  rate  more  than 
offset  the  #ecent  dramatic  appreciation  of  the  yen  versus  the  U.S. 
dollar. 

For  our  part,  we  can  only  praise  Eximbank  for  their  immediate  re- 
sponse with  a  financing  offer  that  seemed  to  be  as  strong  as  Exim- 
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bank  could  make  and  still  earn  a  profit.  We  lost  an  order,  not  because 
we  had  a  technically  inferior  product  or  because  our  price  was  high, 
but  because  we  could  not  provide  competitive  financing  terms. 

We  estimate  this  lost  sale  represented  over  300  potential  jobs  within 
United  Technologies  Corp.  and  its  vendors,  and  600  jobs  throughout 
the  United  States  due  to  the  ripple  that  we  discussed  before,  and  an 
additional  loss  of  $14  million  in  tax  revenues  to  Federal,  State,  and 
local  authorities.  Thus,  the  lack  of  competitive  financing,  despite  an 
allout  effort  by  our  Eximbank,  added  to  the  woes  of  the  U.S.  economy 
and  our  balance-of -trade  deficit. 

We  feel  that  we  need  a  strong,  financially  sound  and  competitive 
Eximbank,  which  not  only  assists  exporters  but  will  benefit  the  U.S. 
economy  and  in  its  entirety  by  creating  and  maintaining  jobs  and  by 
adding  significantly  to  the  tax  revenue  base  of  the  Federal,  State,  and 
local  governments  and  will  do  something  about  decreasing  the  size  of 
our  horrendous  trade  balance. 

Thank  you,  Mr.  Chairman.  I  would  be  very  glad  to  answer  any  of 
your  questions. 

[The  prepared  statement  of  Mr.  Weller,  with  attachment,  on  behalf 
of  the  United  Technologies  Corp.,  follows:] 
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I  am  Ralph  Weller,  Vice  President  of  United  Technologies 
Corporation  and  Chairman  of  the  Board  of  the  Otis  Group,  a  United 
subsidiary.  With  me  are  Clark  MacGregor,  Vice  President  of 
United  Technologies  Corporation  and  Stephen  Sohn,  Manager, 
Project  Financing  of  United  Technologies  Corporation  and  Vice 
President  of  UT  Credit  Corporation,  a  United  subsidiary. 

We  are  pleased  to  appear  before  your  Committee. 

United  Technologies  is  a  diversified,  industrial  organization 
headquartered  in  Hartford,  Connecticut.  We  design,  build,  sell 
and  service  a  wide  variety  of  technological  products  for  commercial 
and  government  customers  worldwide.   Some  of  our  products  are 
Pratt  &  Whitney  Aircraft  engines,  Otis  elevators  and  escalators, 
Essex  Group  automotive  products  and  power  and  telephone  cable, 
Sikorsky  helicopters,  industrial  gas  turbines  and  a  variety  of 
additional  high  technology  products.  We  employ  nearly  140,000 
people  worldwide,  about  20,000  of  these  are  directly  dependent 
on  export  business  from  the  United  States.  Our  export  business 
also  provides  thousands  of  additional  jobs  for  employees  of  our 
U.  S.  suppliers.   In  1977  our  total  sales  were  in  excess  of  $5.5 
billion.  Our  export  sales  were  approximately  $900  million. 

We  are  a  direct,  as  well  as  an  indirect,  user  of  various 
Eximbank  programs.  However,  we  primarily  utilise  the  direct  loan  • 
and  financial  guarantee  programs.  By  an  indirect  user, we  mean,  . 
for  example,  that  our  Pratt  *  Whitney  Aircraft  Group  produces. 
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engines  for  McDonnell  Douglas  and  Boeing.  These  airframe 
manufacturers  are  the  direct  beneficiary  of  the  Bxinbank  credit. 
United  Technologies  and  its  suppliers  and  employees  are  the 
indirect  beneficiary. 

On  a  direct  basis,  our  company's  Power  Systems  Division 
alone  requested  Eximbank  support  for  potential  sales  valued  in 
excess  of  $1  billion  in  1977.  These  requests  for  support  derive 
from  the  nature  of  the  gas  turbine  electric  generating  business  — 
in  which  we  are  consistently  involved  in  heavy  international 
bidding  against  formidable  foreign  competition  from  Western 
Europe  and  Japan. 

We  would  like  to  take  this  opportunity  to  emphasize  our 
admiration  and  respect  for  Chairman  John  L.  Moore  and  his  extremely 
competent  Board  of  Directors  and  management  team.   In  less  than  a 
year  since  his  appointment,  Mr.  Moore  personally  has  met  exten- 
sively with  numerous  members  of  the  exporting  and  commercial 
banking  community  and  has  traveled  throughout  the  world  meeting 
with  many  foreign  purchasers.  He  fully  understands  the  problems 
of  the  American  exporter  and  has  implemented  creative  programs 
in  an  attempt  to  alleviate  many  of  these  problems.  We  are  sup- 
portive of  Eximbank 's  and  the  Treasury  Department's  role  in 
attempting  to  minimise  official  export  credit  competition  among 
member  countries  involved  in  the  Export  Credit  Consensus.  But 
realistically,  we  do  not  believe  agreements  reached  by  all  parties 
will  lessen  financing  competition.   In  fact,  we  suspect  that 
perhaps  the  reason  the  name  of  these  negotiations  was  changed 
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from  "the  Gentlemen's  Agreement"  to  "Consensus"  was  that  the 
U.S.A.  was  the  only  "honorable  gentleman"  among  the  countries 
Involved. 

We  fully  support  the  Administration's  proposal  for  a  five- 
year  extension  of  Eximbank's  operating  authority  through  September 
30,  1983,  an  increase  in  the  aggregate  amount  of  outstanding 
loans,  guarantees  and  insurance  from  $25  billion  to  $40  billion, 
and  the  increase  in  the  fractional  reserve  authority  for  guarantees 
and  insurance  from  $20  billion  to  $25  billion.  The  additional 
loan  authority  will  be  instrumental  in  expanding  the  U.  S.  export 
base  and  thus  help  narrow  the  trade  deficit  gap.  We  cannot  over- 
emphasize that  increasing  exports  provides  a  more  reasonable 
approach  to  increased  employment  and  its  attendant  benefits  to 
the  over-all  economy  of  the  United  States,  than  the  enactment 
of  protectionist  legislation,  which  has  been  tried  in  the  past 
and  has  always  failed. 

We  are  a  strong  supporter  of  effective  Congressional  over- 
sight.  Direct  and  indirect  government  spending  programs  can  best 
be  controlled  through  such  oversight.  The  lending  and  borrowing 
levels  of  the  Export-Import  Bank  and  its  responsible  operation 
are  clearly  proper  Congressional  concerns,  but  we  feel  it  is  a 
bit  unusual  for  the  Bank  to  be  included  in  the  Federal  Unified 
Budget  as  Eximbank  does  not  utilize  taxpayer  funds,  nor  does  it 
receive  an  annual  appropriation.   Prior  to  1975,  the  House  and 
Senate  Appropriations  Committees  exercised  active  scrutiny  over 
the  lending  levels,  programs  and  other  activities  of  the  Bank, 
all  of  which  proved  effective  and  constituted  comprehensive 
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Congressional  control  over  Eximbank's  landings  and  borrowings. 
Eximbank  does  not  in  any  way  act  as  a  subsidy  to  American 
business.   In  fiscal  year  1977  the  Bank  made  a  net  profit  of 
$137  million  and  paid  $35  million  as  a  dividend  to  the  United 
States  Treasury  Department. 

There  is  a  definite  long-term  need  for  additional  capitali- 
zation in  order  to  reduce  Eximbank's  effective  cost  of  funds  and 
provide  needed  credit  support  for  exports  to  the  lesser-developed 
of  the  developing  nations.  The  Bank  is  definitely  not  under- 
capitalized nor  in  a  precarious  financial  position.  However, 
if  one  of  the  goals  of  the  Bank  is  to  increase  income  and  thereby 
reserves  and  to  make  new  commitments  at  rates  higher  than  the 
average  cost  of  money,  there  is  only  one  way  for  the  Bank  to 
meet  its  Charter  objective  of  "credit  at  rates  and  on  terms  and 
other  conditions  which  are  competitive  with  the  Government- 
supported  rates  and  terms  and  other  conditions  available  for 
the  financing  of  exports  from  the  principal  countries  whose 
exporters  compete  with  United  States  exporters".   It  must 
lower  its  average  cost  of  money  by  adding  to  its  capital  base. 
The  developing  nations  are  important  potential  markets  which 
must  be  cultivated  to  the  long-term  advantage  of  the  United 
States.  History  has  proven  that  if  a  market  is  lost  today,  it 
will  remain  lost  for  many  years  to  come. 

We  are  not  recommending. subsidized  loans.  That  type  of  loan 
is  within  the  province  of  AID  and  the  multi-lateral  international 
finance  organizations.  What  we  need  is  the  availability  of  funds 

1.   Section  2(b)(1)(A)  Export-Import  Bank  Act 
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under  the  Bank's  standard  repayment  terms  which  supplement  and 
do  not  compete  with  the  private  banking  sector.  From  the  view- 
point of  our  national  self-interest ,  the  LDCs  represent  the 
markets  of  the  future. 

Restrictions  on  financing  of  trade  with  communist  countries 
should  be  deleted,  as  financing  remains  one  of  the  primary  decid- 
ing factors  in  international  sales  and  such  restrictions  represent 
a  deterent  to  the  marketing  of  American  goods  abroad.   "Government- 
ally-supported  financing  of  trade  with  other  blocs  of  nations  is 
clearly  in  our  national  interest.   If  the  export  license  process 
reaches  the  conclusion  that  an  export  is  in  the  national  interest, 
then  financing  of  that  export  should  be  given  consideration, 
regardless  of  destination" .   American  business  has  lost  potent- 
ially hundreds  of  millions  of  dollars  worth  of  business  since 
the  enactment  of  these  restrictions.  The  Soviet  Union  alone 
has  concluded  several  billion  dollars  of  contracts  with  the 
United  "Kingdom  and  France.  These  transactions  were  financed  by 
the  French  and  united  Kingdom  equivalents  of  our  Eximbank. 

As  we  stated  previously,  we  are  a  strong  supporter  of 
Congressional  oversight,  but  Congress'  oversight  of  the  Export- 
Import  Bank  should  be  structured  so  as  not  to  interfere  with  nor 
hamper  the  relatively  quick  response* time  that  the  U.  S.  exporter 
many  times  requires  in  a  competitive  bidding  situation.   Part  of 
this  oversight  process  includes  a  25-legislative-day  review  period 
on  transactions  over  $60  million.  We  do  not  fault  the  philosophy 
of  this  procedure.   Consideration,  however,  should  be  given  to 


Chamber  of  Commerce  of  the  U.  S.  Task  Force  Report  entitled 
"united  States  Policy  on  Export  Credit  and  Finance,  April  1977. 
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increasing  the  $60  million  by  at  least  the  inflation  factor  over 
the  past  four  years,  as  well  as  some  solution  to  the  year-end 
adjournment  period  which  this  year  may  extend  from  mid-October 
to  mid- January  1979. 

We  feel  the  implementation  of  these  recommendations  will 
assist  in  satisfying  Eximbank's  Charter  requirement  of  continuing 
to  foster  the  expansion  of  exports  of  goods  and  services. 

In  order  to  highlight  the  need  for  a  strong,  financially 
viable  and  competitive  Eximbank,  we  would  like  to  sight  two 
competitive  situations  recently  encountered  by  our  Power  Systems 
Division,  a  manufacturer  of  gas  turbine  power  equipment. 

In  early  1977  we  were  competing  against  General  Electric, 
Hitachi  of  Japan,  John  Brown  of  the  United  Kingdom,  and  AEG  of 
West  Germany  for  the  sale  of  ten  gas  turbines  in  the  construction 
of  a  340MW  Electric  Generating  Plant  for  Korea  Electric  Company. 
Although  we  were  highly  rated  based  on  price  and  technical  evalua- 
tions, we  won  the  sale  only  because  Eximbank  supported  50%  of  the 
U.  S.  content  on  a  ten-year  repayment  basis  at  a  fixed  interest 
rate  of  8  5/8%.   This  sale  totalled  $72  million  of  which  $52 
million  was  U.  S.  content.  It  was  the  largest  sale  ever  consummated 
by  our  Power  Systems  Division.  This  order  alone  supported  1,100 
jobs  within  United  Technologies  Corporation  and  our  direct 
vendors,  but  we  estimate  an  additional  1,900  jobs  were  created 
or  maintained  throughout  the  United  States  among  suppliers  of 
goods  and  services  to  United  by  the  suppliers'  vendors.  We 
estimate  that  this  sale  will  contribute  approximately  $45  million 
in  federal,  state  and  local  tax  revenues  due  to  its  "ripple 
effect"  throughout  the  U.  S.  economy. 
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Several  hundred  companies  supplied  various  goods  and  services 
to  this  one  sale.  Approximately  80%  are  designated  small  business 
enterprises  by  the  Federal  Government  and  are  located  throughout 
the  United  States.  Without  the  support  of  the  Eximbank,  this 
sale  and  its  attendant  benefits  to  the  economy  of  the  United 
States  would  have  been  lost  to  foreign  competition. 

The  other  sale  we  would  like  to  discuss  is  one  which  we 

just  lost  last  month  to  Hitachi  of  Japan  in  a  bid  to  one  of  the 

electricity  authorities  in  Malaysia.   We  were  bidding  against  BrOwn 

Boveri  of  Switzerland,  John  Brown,  GEC  and  Rolls  Royce  of  the  United 

Kingdom,  AEG  of  west  Germany,  Alsthom  of  France,  Fiat  of  Italy 

and  Hitachi  and  Mitsubishi  of  Japan.   In  the  submission  of  our 

bid  Eximbank' s  Preliminary  Commitment  supported  50%  of  the  U.  S. 

content  on  an  eight-year  repayment  basis  at  a  fixed  interest 

rate  of  8  1/8%  per  annum.   The' value  of  this  potential  sale  was 

approximately  $20  million,  of  which  almost  $16  million  was  U.  S. 

content.   After  the  initial  bids  were  evaluated,  four  potential 

suppliers  remained:  Alsthom  of  France,  Hitachi  of  Japan,  our 

Power  Systems  Division  in  third  place  and  AEG  of  West  Germany  in 

fourth.   Our  Power  Systems  Division  was  evaluated  first  in  price 

and  technical  performance,  but  was  rated  last  due  to  uncompetitive 

financing  and  was  thus  rated  third  overall  on  the  initial  bid 

evaluation.   Obviously  financing  is  given  considerable  weight  in 

the  evaluation  of  bids.   The  Japanese  financing  offer  was  then 

unknown;  the  Germans  were  offering  ten-year  financing  at  6  1/8% 

per  annum  and  the  French  offered  100%  financing  on  a  "mixed 

credit"  basis.   By  "mixed  credit",  I  mean  they  offered  AID-type 

soft  loan  financing  covering  l/3rd  of  the  sales  price  for  15  years 

3.   This  case  study  is  based  on  our  own  available  intelligence 
and  on  information  furnished  us  by  Eximbank. 
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at  an  interest  rate  of  3%  fixed  and  the  balance  at  an  unknown 
rate  guaranteed  not  to  exceed  7  1/2%  per  annum  fixed  for  ten 
year 8.  We  relayed  this  information  to  Bximbank  and  they 
expeditiously  evaluated  this  data  and  responded  with  what 
ordinarily  would  have  been  the  required  financing  to  win  the 
bid.  Despite  a  revised  Bximbank  Preliminary  Commitment  to 
support  100%  of  the  U.  S.  content  on  a  15->year  repayment  basis 
at  7  1/2%  per  annum,  we  ultimately  lost  the  bid  to  the  Japanese 
who  offered  20-year  financing  at  an  interest  rate  of  4%  per  annum. 
Although  this  was  a  Japanese  Yen  loan,  their  term  and  rate  more 
than  offset  the  recent  dramatic  appreciation  of  the  Yen  vs.  the 
U.  S.  dollar. 

For  our  part,  we  can  only  thank  and  praise  Bximbank  for  the 
immediate  response  with  a  financing  offer  that  seemed  to  be  as 
strong  as  Eximbank  could  make  it  and  still  earn  a  profit.   We  lost 
an  order  not  because  we  had  a  technically  inferior  product  or 
because  our  price  was  high,  but  because  we  could  not  provide 
"competitive"  financing  terms. 

We  estimate  this  lost  sale  represented  over  300  jobs  within 
United  Technologies  Corporation  and  its  vendors  and  600  jobs 
throughout  the  United  States  with  the  added  loss  of  $14  million  in 
tax  revenue  dollars  to  federal ,  state  and  local  governments; 
thus,  the  lack  of  competitive  financing,  despite  an  a 1 lout  effort 
by  our  Eximbank,  added  to  the  woes  of  the  U.  S.  economy  and  the 
balance  of  trade  deficit. 

These  two  examples  are  representative  of  what  United 
Technologies,  as  well  as  many  other  American  companies,  face 
every  day  in  our  attempts  to  consummate  an  export  sale.   In  one 
case,  Eximbank' s  support  of  50%  of  the  U.  S.  content  at  its 
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standard  rates  and  repayment  terms  was  sufficient  in  our 
obtaining  an  order.   On  the  other  hand,  despite  the  Bank's'  100% 
support  of  the  U.  S.  content  on  a  basis  of  extraordinary  repay- 
ment terms  and  rates,  we  were  unable  to  conclude  the  sale. 
When  any  of  our  foreign  competitors'  governments  deem  it  in 
their  own  national  interest  to  expand  their  export  base  or 
cultivate  a  particular  market,  they  will  provide  export  credit 
support  which  will  be  competitive  and  more  often  than  not  almost 
guarantee  that  their  exporter  will  obtain  the  order.  Here  was  a 
case  where  we  were  rated  superior  in  price  and  technically,  but 
lost  because  of  inadequate  competitive  financing. 

We  cannot  urge  strongly  enough  the  need  for  a  strong, 
financially  sound  and  competitive  Export- Import  Bank,  especially 
.in  light  of  the  record  balance  of  trade  deficit.  Eximbank  not 
only  assists  exporters,  but  it  benefits  the  entire  American 
economy  by  creating  and  maintaining  jobs  and  by  adding  signifi- 
cantly to  the  tax  revenue  base  of  not  only  the  federal  government 
but  of  state  and  local  governments  throughout  the  United  States. 
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Free  Flow,  Fair  Access 


Steel  and  TV  makers  cry  out. 
Conferees  assemble  in  Geneva,  in 
Washington,  in  London.  Law- 
makers declaim  about  tariffs  and 
quotas  and  barriers.  Agreements 
are  negotiated  in  Tokyo.  The  ghost 
of  Smoot-Hawley  protectionism 
rises  again. 

So  much  is  being  written  and 
said  and  done  these  days  about  in- 
ternational trade.  It's  a  big  and  be- 
fuddling subject,  full  of  complex- 
ities, fraught  with  sensitivities.  It  is 
bound  up  in  such  considerations  as 
domestic  and  international  econ- 
omies, employment,  currency  ex- 
change rates,  balance  of  payments. 

Cutting  through  the  conflicting 
viewpoints  and  clashing  voices,  we 
come  out  this  way:  Sales  abroad  of 
products  made  in  the  U.S.  are 
unarguably  good  for  America. 
They  stimulate  our  economy,  ex- 
pand our  production,  create  and 
sustain  jobs  here  at  home. 

People  everywhere  are  better  off 
with  a  free  flow  of  goods  across 
national  boundaries;  with  the  in- 
dustrialized countries  providing 
fair  access  to  one  another's  mar- 
kets. The  results  are  stronger  econ- 
omies and  stabler  societies  around 
the  world. 

The  U.S.  buys  from  other  na- 
tions, and  they  buy  from  us,  with 
all  benefiting.  That's  the  way 
things  work  in  the  balanced  system 
of  world  trade  cooperation  that 
has  been  in  force  for  30  years.  It 
reflects  the  policies  during  that 
time  of  every  American  President, 
Democratic  and  Republican  alike, 
with  the  support  of  every 
Congress. 

Exports  mean  jobs.  "One  out  of 
every  five  jobs  in  this  country  now 
produces  for  exports  to  other 
countries,"  says  C.  Fred  Berg- 
sten,    Assistant   Secretary  of  the 


Treasury  for  International  Affairs. 

And  exports  are  important  to 
Connecticut.  Some  $1.4  billion 
worth  of  made-in-Connecticut 
products  move  out  into  markets 
abroad  each  year. 

United  Technologies,  as  the 
state's  largest  exporter,  had  export 
sales  totaling  a  record  $1.1  billion 
last  year.  They  directly  supported 
about  20,000  jobs  in  our  plants 
with  an  annual  payroll  exceeding 
$300  million.  In  addition  to  em- 
ployment at  our  own  company, 
our  exports  provided  an  estimated 
20,000  jobs  at  other  companies 
supplying  us  with  goods  and  ser- 
vices. 

Free  trade  works  both  ways.  If 
America  expects  its  companies  to 
sell  their  products  abroad,  it  must 
allow  foreign  exporters  to  bring 
their  wares  to  market  here. 
Because  the  U.S.  has  long  adhered 
to  such  a  practice,  American  goods 
find  acceptance  throughout  the 
world,  and  millions  of  Americans 
are  employed  as  a  result  of  ex- 
ports. 

Every  so  often,  though,  protec- 
tionist pressures  build  up  in  Wash- 
ington and  elsewhere.  They  are 
surfacing  now.  Proposals  are  put 
forward  to  give  special  protection 
from  foreign  imports  to  this  or 
that  industry.  Barriers  are  sug- 
gested in  the  form  of  new  tariffs, 
restrictions,  quotas. 

Protectionism  within  the  U.S. 
poses  the  real  danger  that  foreign 
countries  will  retaliate,  locking 
U.S.  products  out  of  overseas  mar- 
kets and  triggering  global  trade 
conflicts,  with  disastrous  conse- 
quences to  all. 

Protectionism  has  been  tried  in 
the  past.  It  has  always  failed. 
Trade  cooperation  is  the  way.  It 
works. 


Pratt  &  Whitney  Aircraft  Group  •  Otis  Group  •  Essex  Group  •  Sikorsky  Aircraft  •  Hamilton  Standard 
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Banking  on  Jobs 


With  America's  trade  balance 
running  deep  in  the  red  —  imports 
outstripped  exports  by  a  record 
$26.7  billion  in  1977  —  it's  time  for 
a  closer  look  at  a  government  agen- 
cy that  stimulates  the  export  sales 
so  essential  to  maintaining  and  cre- 
ating jobs  here  at  home  and  keeping 
our  economy  healthy. 

This  agency  helps  U.S.  manufac- 
turers sell  their  products  abroad. 
And  it  doesn't  cost  the  American 
taxpayers  a  cent.  In  fact,  it  makes 
money  for  the  government. 

The  agency  is  the  Export-Import 
Bank,  or  Eximbank  for  short.  It 
helps  overseas  customers  get  the 
financing  they  need  to  buy  products 
made  in  the  U.S. 

Eximbank  arranges  direct  loans 
to  potential  customers.  It  also  guar- 
antees export  loans  through  private 
institutions,  such  as  commercial 
banks,  which  often  are  unable  on 
their  own  to  meet  foreign  custom- 
ers' requirements  or  match  the  fi- 
nancing terms  offered  by  other  na- 
tions. Eximbank  is  self-supporting, 
uses  no  tax  funds,  and  turns  in 
money  to  the  government  in  the 
form  of  dividends. 

For  United  Technologies  and 
many  other  U.S.  exporters,  Exim- 
bank is  the  single  most  important 
financing  institution  for  overseas 
business.  Last  year,  our  Power  Sys- 
tems Division  booked  the  largest 
order  in  its  history  —  $72  million 
worth  of  electrical  generating 
equipment  for  South  Korea.  The 
sale  would  not  have  been  possible 
without  Eximbank's  help. 

Foreign  airlines  often  turn  to  the 
bank  to  help  finance  their  purchases 
of  U.S. -built  transport  aircraft 
equipped  with  our  Pratt  &  Whitney 


0 


Aircraft  jet  engines  and  our  Hamil- 
ton Standard  controls. 

Sales  of  U.S.  products  abroad 
mean  more  jobs  here  at  home.  They 
also  permit  the  U.S.  to  earn  the 
foreign  exchange  credits  necessary 
to  buy  the  things  it  needs  in  foreign 
markets.  These  credits  are  more  and 
more  crucial  to  our  economy  be- 
cause of  America's  growing  depen- 
dence on  imports,  notably  oil. 

U.S.  imports  are  rising  faster 
than  exports.  Economists  are  al- 
ready predicting  another  large  trade 
gap  in  1978  on  top  of  1977's  mas- 
sive $26.7-billion  deficit.  It's  more 
urgent  than  ever  that  the  U.S.  ex- 
pand its  exports. 

Competition  among  nations  for 
international  trade  is  intensifying. 
Other  countries'  goods  are  finding 
ready  markets  around  the  world. 
No  longer  is  a  "made-in-the- 
U.S.A."  stamp  on  a  product 
enough  to  close  a  sale.  Increasing- 
ly, financing  is  the  factor  determin- 
ing which  product  a  customer  buys. 

U.S.  business  and  labor  need  an 
ally  like  Eximbank  to  support  ex- 
porters' efforts  by  making  sure  that 
sales  aren't  lost  because  the  neces- 
sary financing  can't  be  arranged. 

Eximbank's  operating  charter 
expires  later  this  year.  We  believe 
Congress  should  renew  it  for  at 
least  five  years. 

While  they're  reviewing  Exim- 
bank's operations,  objectives  and 
performance,  we  hope  our  lawmak- 
ers will  increase  its  lending  authori- 
ty and  take  other  measures  to 
strengthen  the  bank's  ability  to  help 
American  exporters  meet  foreign 
competition  and  create  more  jobs 
at  home. 
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Chairman  Neal.  Thank  you,  Mr.  Weller. 

I  thought  that  we  would  go  ahead  and  hear  from  the  entire  panel 

so  that  we  might  question  all  at  once,  if  that  is  all  right  with  you. 

Mr.  Irvine,  we  would  certainly  like  to  hear  from  you  at  this  time. 

STATEMENT  OF  REED  IRVINE,  CHAIRMAN,  ACCURACY  IN  MEDIA 

Mr.  Irvine.  I  am  just  going  to  hit  the  high  points  of  my  testimony, 
Mr.  Chairman.  I  speak  to  you  on  the  basis  of  over  14  years'  experi- 
ence in  passing  on  Export-Import  Bank  loans  and  other  loans  as  a 
member  of  the  staff  of  the  National  Advisory  Council  on  International 
Monetary  and  Financial  Policies.  This  is  an  interagency  committee, 
and  it  consists  of  the  representatives  of  the  Department  of  the  Treas- 
ury, State,  Commerce,  Export-Import  Bank,  and  the  Federal  Reserve. 

I  represented  the  Federal  Reserve.  During  the  period  that  I  served 
on  the  committee,  there  were  many  disputes  within  the  NAC  and 
within  the  Government  in  general  about  Export-Import  Bank  poli- 
cies and  actions.  There  were  many,  including  myself,  who  felt  that 
the  Eximbank  policies  were  frequently  economically  unsound  and 
even  nonsensical.  The  main  criticism  was,  and  is,  that  many  of  the 
loans  made  by  the  Export- Import  Bank  are  not  necessary  to  move 
the  export  being  financed,  and  this  results  in  an  unnecessary  strain  on 
our  balance  of  payments. 

I  have  elaborated  on  this,  incidentally,  in  a  speech  that  I  gave  when 
I  retired  last  September,  and  I  want  to  emphasize  that  I  am  not 
speaking  for  the  Federal  Reserve;  I  am  speaking  only  for  myself 
and  on  the  basis  of  my  experience.  I  elaborated  on  this  in  a  speech 
that  I  gave  called  "Naysaying  at  the  NAC,"  and  you  may  wish  to  in- 
clude that  in  the  record,  also. 

Chairman  Neal.  I  would  like  to  include  that  in  the  record.  Do  you 
have  a  copy  with  you? 

Mr.  Irvine.  Yes;  I  have  several  copies. 

Chairman  Neal.  We  would  like  to  put  it  in  the  record. 

[The  referred  to  material  of  Mr.  Irvine  follows  his  prepared 
statement.] 

Mr.  Irvine.  As  a  result  of  the  criticism  received  in  the  NAC,  the 
Eximbank  sought  to  reduce  the  scope  of  NAC  review  of  their  lending 
proposals,  and  in  1973,  they  succeeded  in  raising  the  floor  for  NAC 
consideration  of  the  loans  from,  I  think  it  was  perhaps  $500,000,  as  I 
recall,  or  even  less,  to  $30  million. 

That  meant  that  the  NAC  would  have  prior  review  of  loan  proposals 
only  if  the  Eximbank's  exposure  was  $30  million  or  more,  which 
greatly  diminished  the  attention  that  the  NAC  was  giving  to  Exim- 
bank lending  activity. 

The  Federal  Reserve  at  that  time  reluctantly  agreed  to  go  along 
with  this,  and  only  on  the  promise  that  certain  types  of  loans  could 
be  scrutinized  in  advance  and  a  reserve  list  would  be  established  for 
scrutiny  even  though  the  amount  of  exposure  was  less  than  $30  million. 

The  promise  of  that  reserve  list  was  never  honored,  and  is  not  hon- 
ored to  this  day. 

Now,  one  of  the  main  problems  of  the  Eximbank,  which  is  a  problem 
with  many  lending  institutions,  official  lending  institutions,  is  that 
they  tend  to  measure  success  by  the  volume  of  their  lending  activity 
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and  not  by  the  results  that  they  are  accomplishing  in  terms  of,  in  this 
case,  promotion  of  U.S.  exports. 

The  Export-Import  Bank  every  year  in  its  annual  report  takes  credit 
for  the  exports,  all  of  the  exports  which  it  has  had  any  part  in  financ- 
ing to  any  degree,  without  any  consideration  of  whether  or  not  those 
exports  would  have  been  made  even  in  the  absence  of  Eximbank  fi- 
nancing. I  think  that  is  a  false  claim. 

I  have  to  give  credit  to  Steve  DuBrul,  who  is  here  today,  because 
he  was  unique  as  Chairman  and  President  of  the  Export-Import  Bank 
in  recognizing  that  success  was  not  to  be  measured  by  the  volume  of 
lending  activity  but  rather  by  results. 

And  I  think  he  probably  is  unique  in  Government  history  as  a  man 
who  actually  cut  back  on  the  size  of  the  program,  because  he  did  em- 
phasize results  and  not  simply  expanding  the  size  of  the  portfolio. 

I  think  his  successor  first  indicated  he  was  impressed  by  that  policy 
and  he  was  going  to  follow  it,  but  I  understand  that  the  swing  has 
already  begun  rather  strongly  back  to  the  earlier  policies  that  were 
followed  for  so  many  years. 

The  request  of  a  $15-billion  authorization  suggests  that  the  admin- 
istration is  thinking  about  increasing  its  reliance  on  Export-Import 
Bank  over  the  next  5  years,  but  the  depreciation  of  the  dollar  exchange 
rate  vis-a-vis  other  currencies  has  certainly  made  U.S.  exports  more 
competitive,  and  the  effect  of  the  depreciation  should  more  than  offset 
the  advantages  that  other  countries  may  have,  countries  such  as  Ger- 
many, Japan,  in  terms  of  their  financing  operations. 

The  effect  that  this  has  on  the  lowered  price  of  U.S.  exports  should 
far  exceed,  in  effect,  whatever  Eximbank  might  conceivably  be  able 
to  do  in  terms  of  offering  more  advantageous  terms. 

Now,  during  the  period  that  I  was  on  the  NAC,  I  have  to  say  that 
we  were  not  effective  in  curbing  the  misdirection  of  the  Eximbank, 
and  one  reason  for  this  may  have  been  that  Congress  was  not  informed, 
generally  speaking,  of  the  very  heated  debates  that  were  taking  place 
within  the  Government,  within  the  executive  branch. 

It  seems  to  me  one  of  the  things  Congress  might  wish  to  do  is  to 
better  inform  itself  about  what  is  going  on,  and  one  way  that  it  might 
do  this  is  by  asking  that  in  the  NAC's  annual  report  to  Congress  there 
be  included  a  record  of  those  actions  which  were  not  unanimously 
supported  by  all  of  the  NAC  agencies.  That  would  give  them  the  nega- 
tive votes  and  the  abstentions  and  a  study  of  those  negative  votes 
and — abstentions — would  give  a  pretty  good  indication  of  where  the 
problems  lay. 

In  the  time  that  I  was  on  the  NAC,  the  Federal  Reserve  cast  some 
400  negative  votes  and  some  100  abstentions,  not  all  on  Eximbank 
loans,  but  on  all  of  the  matters  that  NAC  passed  on. 

Finally,  I  think  there  is  a  need  to  strengthen  the  authority  of  the 
NAC  and  the  Treasury  over  the  Export-Import  Bank. 

Prior  to  Steve  DuBrul  taking  the  chairmanship,  Eximbank  did 
make  a  very  strong  and  somewhat  successful  effort  to  reduce  the  au- 
thoritv  or  get  out  from  under  the  authority  of  the  NAC  and  the  Treas- 
ury. The  authority  had  not  been  questioned  in  all  of  the  years  since  the 
NAC  was  created  immediately  after  World  War  II,  but  apparently 
galled  by  the  instructions  that  the  Eximbank  was  getting  from  the 
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Treasury  and  from  the  NAC,  the  lawyers  searched  the  record,  and  I 
must  say,  I  don't  think  Treasury  defended  its  authority  very  vigor- 
ously, and  the  question  now  hangs — or  a  cloud  now  hangs  over  the 
authority  of  the  Treasury  and  the  NAC  to  actually  block  loans  which 
the  Eximbank  proposes  to  make. 

Eximbank  denies  that  such  authority  exists.  I  think  that  that  should 
be  explicitly  strengthened  by  the  legislation. 

Finally,  I  do  express  in  my  testimony  some  doubt  about  the  value 
of  the  provision  that  loans  of  over  $60  million  go  before  Congress. 

In  the  period  I  was  on  the  NAC  I  did  not  see  very  much  in  the  way 
of  beneficial  effects  from  this,  and  I  did  see  that  what  tended  to  happen 
was  that  the  Eximbank  had  to  rush  these  matters  through.  The  staff 
was  able  to  give  less  attention  to  these  loans  because  they  had  to  lie 
before  Congress  for,  I  think,  30  days,  or  whatever  the  period  is,  and 
this  meant  that  these  very  large  loans  of  $60  million  and  over  prob- 
ably got  less  attention  from  the  staff  than  the  smaller  loans. 

I  would  say,  Mr.  Chairman,  that  since  there  was  some  discussion  of 
the  impact  of  this,  that  there  is  now  a  very  large  loan,  I  think  a  $500 
million  loan,  that  is  being  held  up.  This  involves  nuclear  power  equip- 
ment to  Korea,  and  it  is  being  held  up  for  an  entirely  extraneous  rea- 
son that  has  nothing  to  do  with  the  merits  of  the  project,  and  it  could 
very  well  result  in  the  loss  of  $1  billion  in  export  sales  because  the 
Koreans  are  making  noises  about  going  to  other  sources  of  supply  if 
this  credit  is  not  forthcoming. 

Thank  you. 

[Mr.  Irvine's  prepared  statement  along  with  the  referred  to  ma- 
terial, "Nay-Saying  at  the  NAC,"  follows :] 

Prepared  Statement  of  Reed  Irvine 

Mr.  Chairman,  I  thank  you  for  the  invitation  to  appear  before  you  to  comment 
on  the  proposal  to  reauthorize  the  Export-Import  Bank. 

At  the  time  of  my  retirement  on  September  30,  1977,  I  was  the  representative 
of  the  Board  of  Governors  of  the  Federal  Reserve  System  on  the  staff  committee 
of  the  National  Advisory  Council  on  International  Monetary  and  Financial  poli- 
cies, generally  known  as  the  NAC.  I  served  as  the  Fed's  representative  on  the 
NAC  staff  committee  for  over  14  years.  Treasury,  State,  Commerce  and  Exim 
are  the  other  NAC  agencies. 

I  want  to  stress  that  I  am  not  in  any  sense  speaking  for  the  Fed,  but  what  I 
say  is  based  on  my  experience  with  the  NAC.  Since  the  NAC  had  the  responsi- 
bility of  insuring  that  Export-Import  Bank  loans  were  coordinated  with  overall 
policies  being  pursued  by  the  U.S.  Government  and  with  other  international  lend- 
ing activities,  the  NAC  staff  reviewed  all  Eximbank  loans  and  guarantees  of  over 
a  specified  amount  in  advance  and  on  the  basis  of  that  review  the  NAC  voted 
to  approve  or  disapprove  the  loans  and  guarantees.  The  NAC  was  also  concerned 
with  Eximbank  interest  rate  policies,  policies  with  respect  to  loan  maturities,  re- 
scheduling of  loans,  insurance  activities,  etc. 

During  the  period  that  I  served  on  the  NAC  staff  committee  there  were  many 
disagreements  among  the  NAC  member  agencies  over  important  issues  of  policy 
affecting  the  Eximbank.  These  disagreements  were  the  subject  of  heated  debates 
within  the  NAC,  but  they  rarely  came  to  the  attention  of  Congress  or  the  general 
public. 

This  was  perhaps  unfortuniate,  because  for  many  years  Eximbank  pursued 
policies  which  were  not  based  on  sound  economic  reasoning  and  which  violated 
common  sense.  I  have  outlined  in  some  detail  one  of  the  most  nonsensical  of  these 
policies — what  I  have  called  the  aid-to-foreign  airlines  program — in  a  speech 
entitled  "Naysaying  at  the  NAC,"  which  I  commend  to  your  attention.  You  may 
wish  the  include  it  in  the  record. 
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My  criticism  of  the  Eximbank  during  most  of  the  period  that  I  served  on  the 
NAO  staff— and  it  was  a  criticism  that  was  shared  by  my  colleagues  and  superiors 
at  the  Federal  Reserve— was  that  too  many  of  its  loans  were  not  necessary  to 
the  consummation  of  the  export  being  financed.  Eximbank  resources  were  being 
channeled  into  the  financing  of  goods  in  which  the  United  States  enjoyed  unique 
competitive  advantages,  such  as  commercial  jet  aircraft.  In  view  of  our  near 
monopoly  on  this  product,  it  seemed  clear  that  the  Eximbank  in  providing  financ- 
ing for  jets  was  not  so  much  assisting  U.S.  exports  as  assisting  the  foreign  air- 
lines that  could  and  should  have  obtained  their  financing  in  commercial  markets, 
just  as  U.S.  airlines  had  to  do. 

It  was  ironic  that  during  several  years  in  which  the  government  was  enforcing 
"voluntary"  controls  on  lending  abroad  by  the  private  sector,  the  Eximbank  was 
vigorously  pushing  out  unnecessary  credits  on  a  large  scale  to  foreign  airlines 
owned  by  governments  of  countries  that  were  in  no  need  of  our  assistance.  These 
loans  were  being  made  on  terms  far  superior  to  those  that  our  own  privately- 
owned  airlines  frequently  had  to  negotiate  to  finance  their  equipment. 

The  criticisms  that  Eximbank  encountered  in  the  NAC  over  such  loans  became 
so  galling  that  in  1973  they  succeeded  in  removing  from  prior  NAC  review  all 
loans  and  guaranties  where  the  total  Eximbank  exposure  was  under  $30  million. 
The  Federal  Reserve  went  along  with  this  most  reluctantly  and  only  on  the  con- 
dition that  a  "reserve  list"  would  be  created  which  would  call  for  certain  cate- 
gories of  loans  to  be  subjected  to  prior  NAC  clearance  regardless  of  amount.  That 
agreement  was  never  honored. 

One  of  the  problems  with  the  Eximbank,  as  with  many  official  lending  in- 
stitutions, is  the  tendency  to  measure  success  by  the  volume  of  lending  rather 
than  by  some  evaluation  of  how  much  good  the  lending  accomplished.  The  Exim- 
bank has  for  many  years  taken  credit  for  all  of  the  export  sales  which  it  has 
partially  financed,  but  that  is  a  gross  exaggeration.  There  is  not  the  slightest 
doubt  that  many,  many  exports  that  Eximbank  has  helped  finance  would  have  been 
made  without  Exim's  lending  a  nickel. 

This  was  recognized  by  Stephen  DuBrul  when  he  took  over  as  chairman  of 
the  Eximbank,  and  he  set  out  to  use  the  bank's  resources  in  a  way  that  would 
maximize  exports,  not  loans.  Mr.  DuBrul  actually  refused  to  make  loans  that  he 
did  not  think  were  necessary,  and  Eximbank  loan  authorizations  were  sharply 
reduced  in  FY  1977.  I  regret  to  say  that  while  initially  Mr.  DuBrul's  successor 
expressed  agreement  with  this  approach,  there  are  now  strong  indications  that 
the  policy  is  reverting  to  the  maximization  of  credits  without  proper  regard  for 
their  necessity. 

Clearly,  the  proposed  increase  in  the  commitment  authority  by  $15  billion  for 
the  next  five  years  suggests  that  the  Administration  thinks  that  quite  a  lot  of 
Eximbank  help  is  going  to  be  needed.  While  it  is  true  that  our  trade  deficit  is  huge, 
the  sharp  depreciation  of  the  dollar  relative  to  other  major  curencies  should 
be  making  our  exports  highly  competitive  on  world  markets.  To  add  to  this 
vigorous  competition  in  the  form  of  financing  of  a  large  volume  of  exports  by 
Eximbank  is  probably  not  necessary.  It  must  not  be  forgotten  that  the  extension 
of  credit  to  finance  exports  helps  our  balance  of  payments  only  if  the  sale  could 
not  have  been  made  for  cash. 

In  the  long  run  the  loans  are  mostly  repaid,  to  be  sure,  but  it  pains  me  to 
think  that  the  Germans  and  Japanese  today  are  paying  off  in  devalued  dollars 
the  Exim  credits  that  they  obtained  on  favorable  terms  to  purchase  goods  that 
we  could  and  should  have  sold  them  for  hard  cash. 

In  considering  new  authorizing  legislation,  Congress  should  seek  to  correct 
certain  weaknesses  that  have  become  evident  in  the  mechanism  for  overseeing 
Eximbank  lending  activity. 

The  NAC  was  not  as  effective  as  it  should  have  been  in  curtailing  Eximbank 
misdirection.  The  fact  that  the  policy  disputes  were  not  brought  to  the  attention 
of  the  responsible  committees  of  the  House  and  Senate  was,  I  hink,  a  mistake. 
The  NAC  is  obliged  to  make  a  written  annual  report  to  Congress,  but  un- 
fortunately the  interesting  things  are  mostly  omitted  from  that  report.  Since  it 
has  to  be  approved  by  all  the  member  agencies,  the  tendency  is  to  keep  it  bland 
and  non-controversial.  If  Congress  wanted  to  know  of  issues  about  which  the 
agencies  disagree,  it  could  ask  that  the  NAC  annual  report  include  a  record  of 
all  actions  on  which  the  NAC  vote  was  not  unanimous.  In  the  period  during 
which  I  served  on  the  NAC  staff,  the  Federal  Reserve  cast  over  400  negative 
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votes  and  over  100  abstentions  on  various  NAC  actions.  They  were  not  all 
matters  affecting  Eximbank,  but  the  examination  of  the  negative  votes  in  any 
of  those  years  would  have  disclosed  the  serious  debate  that  was  taking  place 
over  the  proper  course  for  Eximbank. 

If  this  were  done,  there  would  probably  be  pressure  exerted  to  reduce  the 
number  of  negative  votes  being  cast.  This  could  take  the  form  of  pressure  on 
any  agency  that  had  a  tendency  to  go  against  the  grain.  It  could  also  take  the 
form  of  reducing  the  number  of  cases  submitted  to  the  NAC  for  action.  I  have 
pointed  out  that  this  was  done  in  1973  by  raising  the  floor  on  the  Exim  loans 
that  had  to  be  submitted  to  the  NAC  in  advance.  A  few  years  ago,  Eximbank 
began  to  question  the  legal  authority  of  the  NAC  to  disapprove  its  loans.  This 
had  gone  unquestioned  ever  since  Congress  established  the  NAC  immediately 
after  World  War  II. 

While  I  personally  did  not  think  there  was  any  merit  to  the  legal  arguments 
advanced  by  Eximbank,  Treasury  has  not  defended  the  authority  of  the  NAC 
with  the  vigor  that  might  have  been  expected.  I  would  therefore  recommend 
that  Congress  clarify  the  question  by  writing  into  the  authorizing  legislation  a 
clear  statement  of  the  authority  of  the  NAC  to  block  loans  by  the  Eximbank 
which  a  majority  of  the  NAC  member  agencies  perceive  to  be  in  conflict  with 
policies  of  the  U.S.  Government. 

On  the  other  hand,  I  have  not  seen  any  gains  from  the  requirement  that  Exim- 
bank submit  transactions  of  $60  million  or  more  to  Congress  prior  to  approving 
them.  This  requirement  has  had  the  perverse  effect  of  giving  the  NAC  less  time 
to  study  these  very  large  loans,  because  Eximbank  rushes  them  through  on  the 
ground  that  they  have  to  lie  before  Congress  for  30  working  days.  I  do  not  re- 
call any  case  in  which  Congress  disapproved  one  of  these  loans  during  the  period 
I  was  on  the  NAC  staff.  However,  we  now  have  a  huge  loan  being  held  up  in  the 
Senate  for  reasons  entirely  unrelated  to  the  merits  of  the  project,  and  there  is  a 
grave  danger  that  a  billion  dollar  order  for  nuclear  power  equipment  will  be  lost 
as  a  result. 

In  my  view  it  would  be  better  for  Congress  to  improve  its  liaison  with  the 
NAC  and  work  with  that  experienced,  professional  body  rather  than  continue  to 
impose  another  layer  of  review  on  top  of  it. 
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The  Fed*s  Fight 

for  Economic  Rationality 

in  Official  Foreign  Lending 

by 

Reed  J.  Irvine 


These  remarks  were  made  before  a  joint  meeting 
of  The  International  Economists  Club  and  the 
Society  of  Government  Economists  in  Washing- 
ton, D.C.  on  September  30,  1977.  The  views 
expressed  are  those  of  Mr.  Irvine  and  do  not 
necessarily  reflect  those  of  the  Board  of  Gov- 
ernors of  the  Federal  System,  which  Mr.  Irvine 
represented  on  the  staff  of  the  National  Advisory 
Council  on  International  Monetary  and  Finan- 
cial Policies  until  his  retirement  on  September 
30,  1977. 
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Reed  Irvine  retired  from  the  Board  of  Governors  of  the  Federal 
Reserve  System  on  September  30.  1977,  after  26  years  of  service. 

For  over  14  of  those  years  he  represented  the  Federal  Reserve 
on  the  Staff  Committee  of  the  National  Advisory  Council  on  Inter- 
national Monetary  and  Financial  Policies. 

On  his  retirement,  he  was  honored  at  a  joint  luncheon  of  the  Inter- 
national Economists  Club  and  the  Society  of  Government  Econo- 
.  jnists.  Speaking  for  himself,  not  for  the  Board  of  Governors,  he 
A  delivered  a  candid  appraisal  of  some  of  our  international  lending 


Since  his  retirement.  M  r.  I  rvine  has  devoted  fu  II  time  to  Accuracy 
in  Media,  Inc.,  the  media  watchdog  organization  which  he  founded 
in  1969.  He  is  chairman  of  the  board  of  AIM.and  he  also  is  editor  of 
the  AIM  Report,  a  semi-monthly  newsletter  and  author  of  the 
weekly  syndicated  column.  "Accuracy  in  Media." 

Additional  copies  of  this  talk  may  be  obtained  on 
request  from 

Reed  Irvine 
Accuracy  in  Media 
777  14th  Street,  N.W. 
Washington,  D.C.  20005 

Single  copies  free 
Quantity  orders  10C  per  copy 


TheFtgktfor 
Economic  Ratkmattty  in 
Official  Foreign  Lending 

Should  an  agency  of  the  U.S.  Government 
have  financed  an  aid-to-foieign-airfines  pro- 
gram to  the  tune  of  over  $6  billion  in  the  last 
12  years? 

Should  U.S.  and  international  development 
lending  institutions  have  poured  capital  into 
financing  inefficient  and  uncompetitive  indus- 
trial and  agricultural  undertakings  that  could 
function  only  behind  high  protective  barriers 
against  outside  competition? 

Should  aid  provided  by  the  U.S.  and  inter- 
national lending  institutions  in  the  name  of  eco- 
nomic development  be  used  to  underwrite  and 
sustain  policies  of  foreign  governments  that  dis- 
courage savings,  investment,  economic  produc- 
tion, and  exports? 

Should  we  provide  official  capital  to  countries 
that  drive  out  and  discourage  private  foreign 
investment  by  expropriating  foreign  investment 
without  providing  adequate  and  prompt  com- 
pensation to  the  owners? 

Should  new  official  loans  be  made  to  coun- 
tries that  are  in  default  on  existing  official  credits 
and  that  have  not  reached  agreement  for  re- 
scheduling the  defaulted  loans? 

Should  we  and  the  international  institutions 
give  foreign  countries  loans  to  finance  collec- 
tivized agricultural  projects  which  are  unlikely 
to  be  economically  efficient  and  which  may 
necessitate  strong  coercive  measures  against 
agriculturalists? 

These  are  some  of  the  questions  that  have 
been  warmly  debated  within  the  U.S.  govern- 
ment during  the  14  and  a  half  years  that  I  have 
served  on  the  National  Advisory  Council  on 
International  Monetary  and  Final  *al  Policies 
(NAQ. 

In  general,  the  agency  I  represented  has  an- 
swered these  questions  in  the  negative.  In  doing 
so,  we  have  found  ourselves  in  the  minority  much 
of  the  time— and  usually  a  minority  of  one.  This 
is  why  the  Federal  Reserve  set  a  record  of  easting 
over  400  negative  votes  and  over  100  abstentions 
on  matters  that  came  before  the  NAC  since  the 
beginning  of  1963. 

The  Federal  Reserve  vote  was  only  one  of  five, 
and  we  had  no  power  to  stop  proposals  that  we 
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opposed  and  that  the  other  four  agencies— Trea- 
sury, State,  Commerce  and  Eximbank— favored. 
But  we  felt  that  it  was  often  desirable  to  under- 
line our  opposition  to  policies  that  we  considered 
economically  irrational  by  voting  against  them 
or  abstaining. 

Our  hope  was  that  by  doing  this  we  could 
focus  greater  attention  on  the  problems  that 
concerned  us.  We  believed  that  economic  ration- 
ality would  win  out  eventually,  if  only  someone 
persisted  in  fighting  for  it. 

I  am  happy  to  say  that  in  many  cases  that  con- 
fidence has  been  justified. 

The  Foreign  Airlines  Aid  Program 

The  "foreign  airlines  aid  program,"  which  the 
Export-Import  Bank  administered  with  great 
vigor  beginning  in  1966,  was  drasticallly  slashed 
by  the  bank  itself  in  the  year  ended  June  30, 1 977. 
Loans  to  foreign  airlines  to  help  them  finance 
their  equipment  purchases  were  reduced  to  only 
$208  million,  from  a  high  of  $896  million  in  the 
1974  fiscal  year. 

The  Federal  Reserve  began  the  fight  against 
this  program  as  soon  as  it  was  begun  in  June 
1966.  We  had  no  idea  then  that  it  would  take  as 
long  as  ten  years  to  convince  the  top  manage- 
ment of  the  Eximbank  that  it  was  neither  neces- 
sary nor  desirable  for  the  U.S.  government  to 
lend  money  at  subsidized  interest  rates  to  big 
foreign  airlines  such  as  Lufthansa,  Air  France, 
J  AL  and  Swissair  in  order  to  induce  them  to  buy 
Boeing  and  Douglas  jets. 

It  was  dear  in  the  summer  of  1966  that  these 
U.S.  aircraft  companies  had  a  virtual  monopoly 
in  this  field.  There  was  no  serious  competition 
for  the  long-range  jets,  the  Boeing  707s  and  the 
DC-8s.  The  British  were  fighting  a  losing  battle 
for  a  share  of  the  market  for  the  smaller  jets  with 
their  BAC-1 1 1.  As  soon  as  the  Boeing  737s  and 
the  DC-9s  came  onto  the  market,  it  became  clear 
that  the  British  had  lost  that  battle.  Our  monop- 
oly was  strengthened  with  the  appearance  of  the 
jumbo  jets,  the  Boeing  747s  and  the  DC- 10s, 
which  Exim  began  to  finance  late  in  1966. 

The  United  States  was  so  deeply  concerned 
about  hs  balance  of  payments  deficit  that  it  im- 
posed curbs  on  the  outflow  of  private  capital.  It 
seemed  to  us  to  he  the  acme  of  irrationality  for 
the  U.S.  to  make  large  sums  of  official  capital 


available  at  beiow-market  rates  of  interest  to 
foreign  airlines,  particularly  those  owned  by 
governments  that  were  running  large  payments 
surpluses.  This  might  have  been  understandable 
if  we  had  been  using  the  capital  to  promote  sales 
of  goods  in  which  our  competitive  position  was 
weak  or  marginal.  It  was  most  difficult  to  under- 
stand why  we  should  devote  30-441  per  cent  of 
Exim's  direct  loan  authorizations  to  financing 
one  of  the  high  technology  products  in  which  we 
had  a  virtual  monopoly. 

Such  loans  might  have  been  justified  as  aid  to 
countries  that  had  no  ability  to  get  the  needed 
capital  elsewhere.  They  might  possibly  have 
been  justified  if  made  to  countries  that  were  suf- 
fering from  payments  difficulties  as  serious  as 
our  own.  But  it  was  incredible  that  they  should 
be  made  to  countries  such  as  Germany  and 
France  that  had  ample  access  to  capital  and 
which  were  not  only  running  balance  of  pay- 
ments surpluses,  but  were  also  publkry  worrying 
about  the  U.S.  balance  of  payments  deficit. 

The  bureaucracy  can  be  highly  critical  of  the 
highly  political  and  sometimes  irrational  policies 
and  programs  that  come  out  of  Congress.  But  if 
anything  as  incredible  as  the  foreign  airlines  aid 
program  had  ever  been  presented  to  Congress  in 
the  form  of  a  bill,  it  would  have  been  laughed  out 
of  existence. 

Ludicrous  But  Durable 

It  was  an  accidental  program.  It  came  into 
being  simply  because  in  1966,  market  interest 
rates  rose  while  Eximbank  rates  were  stuck  at 
5'/i  per  cent.  A  few  foreign  airlines  found  that 
they  could  get  cheap  financing  for  their  equip- 
ment purchases  at  the  friendly  little  bank  on 
Vermont  Avenue.  The  word  spread  rapidly,  and 
the  applications  flooded  in.  The  bank  was  de- 
lighted to  improve  its  portfolio  with  the  paper  of 
these  blue  chip  borrowers.  The  loans  were  for 
large  dollar  amounts— as  much  as  $100  million 
at  a  crack,  and  more— and  the  risks  and  the  work 
involved  were  minimal. 

Weak  justifications  were  advanced  for  the 
program.  At  an  NAC  principals' meeting  in  1967, 
Harold  Linder,  the  chairman  of  Eximbank,  said 
that  it  was  expected  that  exporters  would  finance 
their  exports.  He  also  indicated  concern  that  if 
we  did  not  provide  financing  for  our  jets,  the 
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Europeans  would  undertake  to  build  their  own 
jets.  Thus  we  were  protecting  our  monopoly  by 
providing  Europe  with  cheap  credit 

These  feeMe  arguments  were  not  very  persua- 
sive  to  the  financial  experts  m  the  other  agencies, 
and  in  1967  the  N  AC  adopted  a  set  of  guideunes 
that  were  supposed  to  govern  the  foreign  airlines 
aid  program.  Unfortunately,  the  guidelines, 
which  were  not  as  strong  as  the  Federal  Reserve 
wanted,  were  promptly  ignored.  One  of  the  first 
loans  approved  after  their  adoption  was  a  S3* 
million  loan  to  Lufthansa  of  Germany  to  help 
finance  the  purchase  of  24  new  Boeing  73%. 
These  planes  had  been  ordered  a  year  before  the 
Exim  loan  was  even  requested  and  so  It  was  dear 
that  the  order  was  not  dependent  on  the  credit. 
The  guidelines  proved  to  have  aD  the  strength  of 
a  sheet  of  Kleenex. 

The  discussion  of  the  Lufthansa  loan  at  the 
NAC  alternates*  level  indicates  the  nature  of 
the  problem.  Exim  was  anxious  to  keep  the  blue 
chip  paper  flowing  in.  The  Commerce  Depart- 
ment favored  financing  every  export  in  sight  to 
show  that  we  were  keenly  interested  in  export 
promotion.  The  State  Department  did  not  want 
to  hurt  the  feelings  of  any  foreigners  and  create 
feelings  of  rejection.  And  Treasury  was  weak 
and  indecisive  at  the  policy  level.  The  Fed  could 
do  little  more  than  cajole,  and  that  was  not 
enough. 

Common  Sense  At  Last 

The  Fed,  however,  did  make  one  powerful 
convert,  the  Bureau  of  the  Budget.  In  fiscal  years 
1968  and  1969,  Budget  put  a  lid  on  the  amount 
that  Exim  could  authorize  for  jet  aircraft  financ- 
ing. Authorizations  for  this  purpose  plunged 
from  $746  million  in  FY  1967  to  $282  million  in 
FY  1968  and  $197  million  in  FY  1969.J.  And  most 
of  these  loans  were  made  to  less  affluent 
countries. 

We  kept  on  building  and  exporting  jet  aircraft 
without  the  help  of  large-scale  Exim  financing. 
But  in  1969,  a  new  administration  came  in. 
Eximbank  was  turned  over  to  hard-driving 
Henry  Kearns,  and  one  of  his  early  achievements 
was  getting  the  budget  lid  on  jet  aircraft  loan 
authorizations  lifted.  We  were  again  off  to  the 


races.  During  the  period  of  the  forced  restraint 
of  196849,  Exim  found  that  it  could  find  private 
lenders  who  would  assist  in  financing  the  jet 
aircraft  exports,  and  it  abandoned  its  earner 
policy  of  doing  virtually  all  the  financing  Itper- 
mitted  the  commercial  banks  to  participate  in 
the  loans.  The  result  was  that  it  took  a  few  yean 
for  the  foreign  airlines  aid  program  to  gat  back 
up  to  its  1967  level  after  the  ceiling  was  removed. 
It  reached  its  peak  with  nearly  $900  miiion  in 
authorizations  in  FY  1974,  which  was  equal  to 
about  a  quarter  of  Exim's  direct  loan  authoriza- 
tions for  that  year. 


DuBrul  took  over  the  rents 


s  of  our  sued  i  unsjiillrl  i  s  hsgh 
technology  exports,  such  as  Jet  aircraft.  A  re- 


■FY  stands  for  fiscal  year. 


June  30, 1977,  Filnwsnfc^aathotiisrttmsfnrjet 

aircraft  loans  dropped  to  only  SJM  ■ 

lowest  level  since  FY  Iff*.  Total  a 

of  direct  credits  fen  from  $2.1 1 

vious  year  to  only  $662  i 

actually  did  carry  out  the  poucy  of  i 

make  loans  that  he  IT 

defying  the  I 

measured  by  expansion  of  j 

regrettable  that  Mr.  DuBrufs  i 

ment  was  not  rewarded  wNh  rtappoisrtnteat  by 

President  Carter,  but  there  are  eigne  that  hit 

successor  will  share  his  dedkattou  to  ecoaoask 

rationality. 

Foreign  Exchange  Saving  and 
Import  Substitution 

The  fight  against  protectionism  as  a  tool  of 
economic  development  stfl  goes  on,  but  on  an 
intellectual  level  that  battle  has  bean  largely  won 
within  the  U.S.  government  and  the  interna- 
tional developsnent  banks 

In  the  196VS  one  of  the  moat  common  justifi- 
cations for  development  loans  was  that  they 
would  "save  foreign  exchange"  by  producing 
goods  that  would  substitute  for  i 
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One  of  the  very  Tint  negative  votes  that  the 
Fed  cast  in  the  NAC  during  my  tenure  as  staff 
representative  was  against  an  Exim  loan  to 
Pakistan  to  help  finance  a  project  to  produce 
wire  and  cable.  Phelps  Dodge  had  been  induced 
to  undertake  the  project  with  written  assurance 
from  the  Pakistan  government  that  no  compet- 
ing imports  would  be  allowed  to  enter  the  country 
and  no  competitor  would  be  permitted  to  go  into 
business  or  expand  oqerations  in  Pakistan. 
There  was  no  time  limit  on  these  assurances. 

In  that  case  we  were  able  to  enlist  the  help  of 
the  trade  policy  staff  at  State  and  get  that  condi- 
tion of  the  agreement  rescinded. 

While  we  did  not  use  the  negative  vote  against 
any  but  the  most  extreme  projects  that  depended 
on  high  protection  for  their  success,  we  kept  up  a 
barrage  of  criticism  of  such  projects  and  policies, 
both  within  the  NAC  and  on  the  outside. 

A  typical  example:  In  a  letter  to  the  assistant 
secretary  of  the  Treasury  in  April  19*4,  Ralph 
Young,  then  acting  NAC  alternate  for  the  Fed- 
eral Reserve,  commented  on  a  failing  paper  mill 
in  the  PhiUppmei  which  AID  had  funded.  He 


i  points  up  a  rather  Important  policy 
issue  to  which  the  NAC  should  give  careful  con- 
.  This  is  the  question  of  whether 
sns  which  finance  high 
cost  industries  which  have  little  hope  of  surviv- 
ing without  heavy  tariff  protection  contribute 
anything  to  our  objective  of  building  sound, 
viable  economies." 

The  discussion  of  this  important  issue  was  not 
confined  within  the  government  as  was  the  fight 
over  the  foreign  airline  aid  program.  Academics 
as  well  as  economists  within  the  government 
were  concerned  with  the  debate  over  protection- 
ism as  a  development  strategy.  Those  of  us  who 
were  campaigning  against  protectionism  got 
some  powerful  help  from  the  growing  evidence 
of  failures  of  hot-house,  ever-infant  industries  in 
a  number  of  the  developing  countries. 


McNamara  a  Convert 

The  signal  that  the  victory  for  good  economic 
policy  was  being  won  came  when  the  president  of 
the  IBRD,  Robert  McNamara,  strongly  criti- 
cized protectionism  in  his  address  to  the  annual 


Fund-Bank  meeting  in  1971.  Mr.  McNamara 
said: 

"Experience  has  shown  that  though  this  (me  pro- 
tectionist) pattern  of  industrlalzation  may  for 
some  years  he  conducive  to  high  growth  rates  of 
manufacturing  output,  sooner  or  later  It  feces 


countries—already  short  of  capital,  and  bur- 
dened with  high  unemployment— have  found 
themselves  in  the  uneconomic  position  of  pro- 
viding high  levels  of  protection  to  capital-inten- 
sive industries  . .  .High  levels  of  protection  have 
often  made  it  possible  to  maintain  over-valued 
exchange  rates.  This  has  penalised  exports,  and, 
since  most  capital  goods  are  imported,  has  kept 
the  price  of  capital  equipment  km,  thereby 
encouraging  the  uneconomical  urn  of  labor- 
saving  techniques." 

Mr.  McNamara  came  out  in  favor  of  export- 
led  growth,  citing  the  successful  experience  of  the 
Republic  of  China  and  the  Republic  of  Korea, 
this  was  an  important  shift,  since  the  World 
Bank,  IDA  and  the  IFC  had  all  given  support 
to  numerous  projects  that  depended  on  protec- 
tion for  their  success.2  One  of  the  bank's  favorite 
clients,  India,  had  relied  heavily  on  import  sub- 
stitution policies,  and  it  was  one  of  the  countries 
that  McNamara  must  have  had  in  mind  when  he 
referred  to  the  difficulties  such  policies  had 
produced. 

McNamara*s  speech  did  not  totally  halt  even 
World  Bank  and  IFC  projects  that  involved 
some  protectionism,  but  in  recent  years  we  have 
less  frequently  encountered  justifications  for 
loans  that  lean  heavily  on  foreign  exchange 
saving  and  import  substitution  than  we  did  in 
the  1960s. 

Program  Loans  Without  Programs 

While  the  lenders  have  clearly  come  out  in 
favor  of  outward-looking  economic  policies  and 
export-led  growth  in  preference  to  autarky  and 
import-substitution,  they  have  had  only  limited 
success  in  persuading  the  less  developed  coun- 
tries of  the  wisdom  of  this. 


3DA  stands  for  International  Development  Associ- 
ation. IFC  stands  for  International  Finance  Corpo- 
ration. They  are  part  of  the  "World  Bank  family." 
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One  of  the  knout  that  the  lender*  learned  in 
the  1960s  was  that  the  policies  of  the  developing 
countries  are  more  important  than  external  aid 
in  determining  the  rate  at  which  they  grow.  This 
aottea  aaiwfcj  me  litilnpmial  of  what  wm 
called  "program  lending'*  in  the  1960s.  Ihe  idea 
was  that  aid  would  be  used  as  a  carrot  to  per- 
suade countries  to  adopt  the  kinds  of  economic 
policies  that  would  accelerate  sound  growth. 

This  good  idea  failed.  Probably  the  major 
reason  for  the  failure  has  been  that  the  lenders 
have  usually  been  unwilling  or  unable  to  make 
their  aid  conditional  upon  the  adoption  of  sound 
economic  policies  by  the  borrowers. 

Ihe  reason  was  that  the  lenders  measured 
success  in  terms  of  the  volume  of  their  loan 
commftments--jast  as  the  Eximbank  did  in  the 
years  before  Stephen  DuBniL  They  would  rarely 
carry  their  insistence  on  the  adoption  of  sound 
economic  policies  to  the  point  of  losing  an  im- 
portant borrower.  It  might  he  nice  if  countries 
adopted  policies  that  were  conducive  t 


tlve  efficiency,  savings,  and  high  export  growth, 
but  this  was  not  nearly  as  important  as  meeting 
the  loan  target  for  the  year. 

"Program"  loans  lived  on,  but  they  came  to 
mean  simply  "non-project"  loans,  devoid  of  any 
serious  program  of  economic  reform,  or  any 
macro-economic  conditionally. 

The  unpleasant  task  of  imposing  economic 
reforms  on  countries  has  been  left  almost  en- 
tirely to  the  IMF,  and  even  the  Fund  has  devised 
a  multitude  of  devices  to  enable  it  to  give  assist- 
ance without  requiring  that  the  borrower  do 
anything  drastic  to  put  its  house  in  order.  And 
on  occasion,  when  they  have  exhausted  all  these 
devices,  they  may  simply  approve  a  stand-by 
based  on  promises  from  the  borrower  which  the 
Fund  has  reason  to  believe  will  not  be  honored. 
This  was  the  case  with  the  stand-bv  the  Fund 
approved  for  Jamaica  in  August,  1977,  with  a 
little  arm-twisting  from  the  United  States. 

Flagging  Faith  in  a  Free  Enterprise 

In  addition  to  the  pressure  imposed  by  the 
lending  targets,  there  is  another  even  more 
troubling  reason  for  the  failure  of  the  official 
development  lenders  to  get  the  developing  coun- 
tries to  adopt  the  economic  policies  that  were 
generally    considered    desirable    when    Mr. 


McNamara  gave  his  anti-protectionist  speech 
in  1971. 


It  b  no  longer  clear  that  the 


to  be  preferred  to  one 
ship  and  control  of  the 


For  example,  one  of  the  World  Bank's  mvorite 
clients  today  is  Tanzania,  a  country  whose  over- 
riding goal,  according  to  WorW  Bank  toandocu- 
mentoy  in  the  development  nf»  «ne»lfrt  f»»«mftimV 
system.  The  bank  notes  that  in  furtherance  of 
this  goal  the  government  has  established  para- 
statal  enterprises  in  all  sectors  of  the  economy 
and  controls  the  prices  of  virtually  everything, 
directly  or  indirectly. 

The  IBRD  loan  documents  speak  glowingly  - 
of  the  accomplishments  of  Tanzania.  They  say: 

"For  the  past  decade.., 

the  objectives  of  social  u.-         .. 

the  eradication  of  absolute  poverty,  and  e 

and  social  transforation.  The  fund 

strategy  underlying  Tanzania's  deveJosmmnt  has 


ship  of  the  principal 
full  participation  of  aU 


taring  the  political, « 
the  country  the  f 
impressive  series  of  1 
reforms.** 

The  bank  notes  that  these  reforms  include  the 
nationalization  of  most  large-scale  units  in 
manufacturing,  finance,  and  wholesale  trade,  a 
sharp  increase  in  the  government's  share  of 
GNP,  and  a  greater  equalization  of  income. 

There  are  a  few  flies  to  the  < 
the  bank  recognizes.  The  l 
prises  sutler  from  low  productivity  and  tow  rates 
of  capacity  utUzatfon.  Export  | 


depending  on  inflows  of  official  capital.  The 


foe 

m 


considerable  violence  and  lack  of 


agricultural  production,"  hnrting  the 
tion  of  agricultural  exports, 

This  resulted  in  a  serious  economic 
1974,  which  the  government  met  by 
import  controls. 
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The  reaction  of  the  World  Bank  was  to  greatly 
increase  its  loans  to  Tanzania  in  1 975  and  again 
in  1976.  It  is  also  studying  the  problem  of  the  in- 
efficiency of  the  state  enterprises,  several  of 
which  it  helped  finance.  It  recognizes  that  ex- 
ports must  be  increased,  and  it  recommends 
continuing  attention  to  providing  adequate  in- 
centives, including  export  subsidies. 


■sals  any  recognition  of  the  feet  that  the  taef - 

and  inadequate  incentives  are  inherent  in  those 
for  reaching  institutional  reforms  which  the 
bank  finds  so  impressive.  There  b  no  suggestion 
that  the  bank  might  consider  withholding  its 
assistance  unless  Tanzania  abandons  the  eco- 
nomic policies  that  are  wrecking  its  economy 
and  causing  increasing  misery  for  its  people. 

Our  Foreign  A  id  Objectives  Not  Shared 

In  1973,  the  NAC  spent  a  lot  of  time  trying  to 
outline  the  U.S.  objectives  in  giving  foreign  as- 
sistance, with  special  attention  to  how  those 
objectives  were  reached  by  supporting  institu- 
tions such  as  the  World  Bank  and  IDA. 

The  NAC  working  group  agreed  on  a  paper 
which  said,  among  other  things,  that  "promot- 
ing a  pro- Western,  market-oriented  approach 
to  economic  problems**  was  of  **the  highest 
priority.**  Other  top  priority  objectives  singled 
out  by  this  working  group  were  to  (1)  improve 
the  policies  of  the  developing  countries;  (2)  en- 
courage the  survival  of  governments  friendly  to 
the  U.S.;  (3)  strengthen  strategically  important 
developing  countries;  (4)  support  the  existing 
trade  and  monetary  system;  and  (5)  provide 
hwnanitarian  disaster  relief. 

In  1973,  the  World  Bank  was  thought  to  be 
doing  a  fairly  good  job  of  helping  to  promote 
pro-Western,  market-oriented  policies  in  the 
developing  countries.  We  can  see  now  that  this 
was  a  misperception.  The  World  Bank  in  recent 
years  has  shown  very  little  interest  in  this  goal. 
The  attitude  toward  Tanzania  is  one  of  many 
indications  of  this  that  might  be  cited. 

Financing  Collective  Farms 

Another  one  that  has  given  me  trouble  for 
years  has  been  the  willingness  of  the  bank  to 


finance  collectivized  agriculture  in  various  coun- 
tries despite  all  the  evidence  that  these  project* 
are  damaging  to  agricultural  productivity  and 
generally  trample  on  the  elementary  human 
rights  of  the  people  affected.  This  began  in  1967, 
when  the  bank  and  IDA  loaned  SI 8  million  to 
finance  a  compulsory  collectivized  agricultural 
project  in  Tunisia.  We  were  very  critical  of  the 
loan,  but  the  bank  took  the  view  that  this  was 
what  Tunisia  wanted  and  therefore  they  bad  to 
give  it  to  them. 

An  OECD  study  published  in  1973,  describes 
the  failure  of  these  projects  in  Tunisia  for  rea- 
sons that  should  have  been  forsecable. 'The  rural 
population  in  Tunisia  held  their  wealth  largely  in 
the  form  of  land.  Overnight,  every  landowner 
affected  by  the  compulsory  collectivization  felt 
that  he  had  been  pauperized.  Expecting  the  col- 
lectivization of  their  animals,  the  farmers  tried  to 
sell  them,  and  when  there  were  no  buyers,  they 
slaughtered  them,  as  did  the  farmers  in  the  USSR 
in  the  early  1930Y 

The  farmers  took  no  interest  in  the  collective 
into  which  they  had  been  dragooned.  There  was 
a  marked  decline  in  labor  productivity.  Faulty 
work,  mishandling  of  equipment,  and  careless- 
ness in  the  handling  of  products  increased.  Costs 
rose  and  financial  difficulties  multiplied.  In  1969, 
there  was  a  revolt  of  the  fanners.  The  minister 
of  economics  responsible  for  the  collectivization 
program  was  imprisoned  and  the  compulsory 
collectivization  was  halted  and  reversed. 

Despite  this  bitter  experience,  the  bank  has 
continued  to  finance  collectivized  agriculture 
wherever  governments  insisted  that  this  is  what 
they  wanted.  The  lesson  of  Tunisia  was  that  what 
the  people  want  may  be  vastly  different  from 
what  governments  want. 

Freedom  From  Compulsory 
Irrationality 

When  governments  force  their  people  to  do 
things  which  the  people  think  are  unreasonable, 
they  violate  what  the  most  bask  freedom- 
freedom  from  compulsory  irratkmaUty. 

Governments  have  an  obligation  to  explain 
what  they  are  doing  in  terms  that  make  sense  to 


*-Abdemttr  Grim.  Agricultwwl  FoUctn  md  Employment. 
Que  Study  of  Tunuuj,  OECD  Development  Center.  1973. 


Digitized  by  VjOOQ IC 


266 


the  majority  of  the  people.  We  are  all  victims  of 
compulsory  irrationality  when  we  are  forced  to 
pay  taxes  for  programs  that  we  think  make  no 
sense. 

The  foreign  airlines  aid  program  was  one 
example,  but  it  was  one  that  most  of  the  voters 
never  even  heard  of,  much  less  protested.  When 
one  citizen  who  knew  about  it  did  protest  in  a 
letter  printed  in  the  Washington  Post,  the  chair- 
man of  the  Eximbank  asked  the  FBI  to  investi- 
gate him. 

Congressional  retoetaBee  to  appropriate  all 
the  funds  being  requested  for  the  international 
lending  institutions  reflects  a  feeing  on  the  part 
of  many  people  that  it  is  not  rational  for  the 
U.S.  to  fund  these  institutions.  They  have  not 
been  persuaded  that  the  programs  of  these  insti- 
tutions benefit  the  United  States.  Indeed,  when 
they  see  the  funds  used  to  shore  up  regimes  that 
are  hostile  to  the  United  States,  they  may  con- 
clude that  the  United  States  is  hurting,  not  help- 
ing, itself  by  channeling  funds  through  these 


noosk  freedom.  We  approve  loans  without  hesi- 
tation to  countries  such  as  Rosaaasa  and  Yngo- 


LeVs  Get  Our  Goals  Straight 

While  we  are  large  shareholders  in  most  of 
these  institutions,  we  have  found  that  our  vote 
carries  little  weight,  except  in  the  Fund  for 
Special  Operations  of  the  Inter-American  De- 
velopment Bank,  where  we  have  a  veto.  In  the 
other  institutions  we  may  vote  against  a  loan  or 
abstain,  but  this  has  no  practical  effect  on  the 
outcome. 

We  have  not  often  been  able  to  enlist  the  sup- 
port of  other  major  shareholders  to  support  our 
objections  to  particular  loans.  The  industrial 
countries  seem  to  be  very  fearful  of  taking  action 
that  might  subject  them  to  criticism  from  the 
developing  countries. 

The  UJS.  Government  has  an  obligation  to 
explain  to  the  public  precisely  what  it  is  trying  to 
accomplish  with  the  billions  of  dollars  it  is  put- 
ting into  its  bilateral  and  multilateral  aid  pro- 
grams. I  must  confess  that  the  objectives  are  far 
from  clear  to  me.  The  only  one  that  stands  out  is 
the  objective  of  promoting  human  rights.  But 
even  this  is  highly  confused.  We  show  our  con- 
cern for  human  rights  violations  by  opposing 
loans  to  friendly  countries  such  as  Argentina 
where  there  is  a  high  degree  of  political  and  eco- 


Lookaag  back  at  the  six  top  priority  objectives 
of  f brdgn  aid  that  wa  agreed  upon  hack  in  1*73, 
we  are  clearly  not  now  giving  top  priority  to  pro- 
moting pro- Western,  mail  it  nriiMlsd  ■pprnsrtui 
to  economic  problems  hi  the  developing  coma- 
tries.  Nor  are  we  cosnastenrJy  csMxmYegsng  tha 
survival  of  governs* inti  friandry  to  the  UA  Wa 


get  the  developing  i 

teosmnsfc  policies.  The 

meat  programs  don't  provide  aanch  In  the  way 

of  disaster  retief .  About  an  wa  can  ha  sore  of  is 

that  they  do  provide  saamort  for  the  < 

trade  and  monetary  system  to  i 

The  public,  the  Congress  and  even  those  in 
the  bureaucracy  responsible  for  approving  the 
aid  programs  have  both  a  right  and  a  duty  to  ask 
for  a  dear  statement  of  the  objectives  we  hope  to 
accomplish  with  our  multilateral  and  bilateral 
aid  programs. 

We  may  well  find  that  the  instruments  that 
now  exist  to  carry  out  these  programs  are  no 
longer  the  instruments  best  fitted  to  achieve  the 
objectives  that  we  fed  deserve  the  highest  priority. 
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Chairman  Neal.  Thank  you,  Mr.  Irvine. 
Mr.  Fox? 

STATEMENT  OF  LAWRENCE  A.  FOX,  VICE  PRESIDENT  FOR  INTER- 
NATIONAL ECONOMIC  AFFAIRS,  NATIONAL  ASSOCIATION  OF 
MANUFACTURERS 

Mr.  Fox.  Thank  you,  Mr.  Chairman. 

My  name  is  Lawrence  A.  Fox,  I  am  vice  president  for  Interna- 
tional economic  policy  of  the  National  Association  of  Manufacturers. 

I  was  formerly  a  Deputy  Assistant  Secretary  of  Commerce  in  charge 
of  International  Economic  Policy,  and  director  of  the  Bureau  of  In- 
ternational Commerce. 

I  served  with  my  good  friend,  Reed  Irvine,  on  the  NAC  committee 
in  virtually  all  the  years  he  was  there  and  for  many  in  addition,  and 
virtually  all  the  loans  that  he  voted  against  in  the  NAC,  I  think  I 
voted  for.  [Laughter.] 

I  will  summarize  my  testimony,  Mr.  Chairman,  and  ask  that  the 
testimony  and  the  report  that  I  will  refer  to,  and  perhaps  one  other 
item,  be  made  part  of  the  record. 

The  NAM  surveyed  a  broad  sweep  of  its  membership  last  year  as  to 
their  experience  with  Export-Import  Bank  and  the  U.S.  export  credit 
system  in  comparison  with  the  export  credit  systems  of  other  coun- 
tries, primarily  to  determine  whether  the  U.S.  export  system  in  fact 
met  the  mandate  of  the  Congress  that  the  U.S.  export  credit  be  com- 
petitive with  that  provided  by  foreign  governments. 

I  will  highlight  the  results  of  that  report,  which,  by  the  way,  repre- 
sented companies  whose  sales  totaled  $140  billion  in  that  year  and 
whose  exports  were  in  excess  of  $16  billion. 

The  results  of  the  survey  are  the  following : 

The  U.S.  export  growth  and  the  tremendous  growth  in  world  trade, 
generally,  highlight  the  increased  importance  of  adequate,  depend- 
able, and  competitive  export  credit  facilities.  In  particular,  the  role 
of  capital  goods  exports  in  the  overall  U.S.  trade  performance  under- 
scores the  necessity  for  official  financing  to  supplement  commercial 
banks  where  necessary. 

I  would  note  parenthetically,  in  the  final  quarter  of  1978,  the  United 
States  had  virtually  no  surplus  in  its  manufactured  trade  accounts. 
We  had  declined  in  a  period  of  2i/2  years  from  a  $20  billion  surplus 
in  manufactured  goods  to  a  fourth-quarter  rate  in  1978  of  virtually 
zero. 

In  the  period  covered  by  the  NAM  survey — that  is  1972  through 
1976--the  U.S.  Export-Import  Bank  lost  ground  in  competitive  posi- 
tion vis-a-vis  foreign  export  credit  facilities. 

This  development  may  be  attributable,  first,  to  fiscal  policy  restraints 
imposed  by  the  U.S.  Government,  and,  second,  substantially  enhanced 
export  promotion  efforts  by  the  governments  of  major  competitor 
countries. 

In  general,  major  competitor  countries  were  detemined  to  pay  for 
their  increased  oil  import  bills  by  increased  exports,  and  they  were 
determined  to  create  jobs  to  overcome  the  consequences  of  stagflation 
through  increased  exports. 
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Of  the  NAM  survey  respondents,  57  percent  reported  loss  of  export 
sales  due  to  inadequate  financing.  These  lost  sales  totaled  $3.2  billion 
for  the  survey  group  in  1976,  or  25  percent  of  total  annual  export  sales 
of  $16  billion. 

The  employment  effect  associated  with  a  $3.2  billion  loss  in  export 
sales  calculated  on  the  Department  of  Labor  estimate,  which  is  35,000 
jobs  per  billion  dollars  in  export  sales,  was  112,000  jobs  lost. 

As  one  element  of  Eximbank's  lost  competitiveness,  the  authoriza- 
tions by  the  Bank  made  to  the  members  of  the  survey  group  declined 
by  8  percent  in  the  period  1973  through  1976.  This  is  the  period  when 
their  exports  were  increasing,  and  the  exports  of  their  competitors 
were  increasing. 

Lest  you  conclude  that  the  export  increases  were  totally  independent 
of  export  credit,  I  would  call  your  attention  to  the  fact  that  despite 
the  increase  of  U.S.  exports  during  that  period,  that  is  just  the  period 
when  the  United  States  lost  market  shares  to  many  foreign  countries, 
but  particularly  in  the  capital  goods  and  manufactured  goods  area, 
more  generally,  to  Japan  and  Germany. 

In  the  period  1970  through  1975,  U.S.  exports  of  manufactured 
goods  increased  by  a  factor  of  2.5 — 250  percent.  In  that  same  period 
Germany's  exports  of  manufactured  goods  increased  by  a  factor  of 
2.75  times,  and  Japan's  increased  by  a  factor  of  3.64. 

That  trend  of  growth  continued  in  1977. 

I  don't  have  the  figures  for  Japan  and  the  United  States,  but  I  do 
have  them  for  Germany,  and  by  that  time  they  had  increased  by  a 
factor  of  3.3.  Germany  is  by  far  the  largest  exporter  of  capital  goods 
today,  having  gone  ahead  of  the  United  States  in  1970,  and  now  it  is 
close  to  $20  billion  ahead  of  the  United  States,  in  terms  of  value. 

If  you  will  refer  to  table  D  in  my  testimony,  there  is  a  breakout  of 
capital  goods  export  sales,  comparing  performance  by  the  United 
States,  Germany,  and  Japan.  There  are  13  categories  of  capital  goods 
there.  Japan  grew  more  rapidly  in  the  period  1970  through  1975.  Ja- 
pan's exports  grew  more  rapidly  in  10  of  the  13  categories. 

I  will  read  to  you  the  13  categories,  and  presumably,  the  categories 
in  which  we  are  thought  to  be  highly  competitive. 

Agricultural  machinery  and  implements;  machines  for  special  in- 
dustries ;  mechanical  handling  equipment ;  heating  and  cooling  equip- 
ment; pumps  and  centrifuges;  power  generating  machinery  other 
than  electric ;  metal-working  machinery ;  ships  and  boats,  textile  and 
other  machinery ;  and  office  machines. 

Those  are  the  categories  in  which  Japan's  growth  exceeded  ours  as 
a  proportion  of  growth  in  markets. 

In  the  text  of  the  report  and  in  the  testimony,  which  you  have  made 
part  of  the  record,  we  provide  numerous  examples  of  individual  case 
studies  in  which  U.S.  exports  were  lost  because  of  inadequate  export 
credit,  and  I  will  not  repeat  any  of  those  cases  at  this  time. 

International  efforts  to  harmonize  national  export  credit  facilities 
were  judged  by  the  respondents  to  our  report  to  be  "not  notably  suc- 
cessful." While  many  considered  harmonization  to  be  an  appropriate 
objective,  thev  also  thought  it  to  be  unrealizable  in  the  short  run,  at 
least,  and  in  the  long  run,  also,  most  probably  because  of  the  funda- 
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mental  conditions  of  the  central  banking  system,  and  the  commercial 
banking  systems  were  substantially  different,  where  the  other  coun- 
tries, in  fact,  harnessed  their  total  financial  system  to  their  export 
effort. 

I  will  be  happy  to  answer  questions  about  that  if  you  care  to  put 
them  subsequently. 

In  overall  terms,  finally,  the  Eximbank  and  the  U.S.  export  credit 
system  were  asked  to  be  rated  against  those  systems  of  our  competitors, 
and  the  ratings  were  that  the  U.S.  system  was  last,  following  after 
France,  Japan,  the  United  Kingdom,  Germany,  and  Canada. 

There  were  some  who  thought  the  Italian  system  was  not  quite  up 
to  ours. 

I  would  like  to  note  briefly  the  comment  that  is  commonly  assumed, 
namely,  that  the  floating  dollar  has  taken  care  of  the  U.S.  export 
position. 

Reed  Irvine  referred  to  that. 

I  think  the  evidence  is  quite  to  the  contrary. 

The  market  shares  are  only  one  of  several  indicators  to  that  effect. 

Stanley  Katz,  at  the  Commerce  Department,  and  I  have  written  an 
article  on  the  subject  of  dollar  devaluation  and  export  growth,  and  if 
you  wish,  Mr.  Chairman,  I  will  be  happy  to  make  that  part  of  the 
record  and  not  go  into  the  subject  of  floating  at  this  time. 

Mr.  Neal.  I  would  like  to  add  that  to  the  record  with  that  survey. 

Mr.  Fox.  I  would  like  to  close  by  noting  that  this  administration 
and  the  Eximbank  have  seen  its  responsibilities  quite  differently  from 
that  of  past  administrations  and  has  made  notable  steps  toward  im- 
proving Eximbank  performance  relative  to  the  needs  of  U.S.  exporters 
and  the  U.S.  economy,  and  I  wanted  to  remind  the  subcommittee  that 
my  report  is  based  on  a  survey  of  experience  prior  to  the  new  manage- 
ment of  the  Bank. 

I  would  like  to  conclude  with  the  following  recommendations :  One, 
that  the  Bank's  lending  authority  be  increased  to  $40  billion ;  second, 
that  the  Eximbank's  life  be  extended  for  5  years ;  third,  that  the  Exim- 
bank be  encouraged  by  this  subcommittee  and  the  Congress  to  be  more 
flexible  in  its  lending  programs,  and  that  it  meet  the  congressional 
mandate  to  the  extent  that  that  is  feasible  to  be  fully  competitive  in 
export  credit  terms  with  that  offered  by  foreign  government  official 
agencies ;  and,  finally,  I  would  urge  that  in  connection  with  the  gen- 
tlemen's agreement  and  the  harmonization  of  international  credit  prac- 
tices, that  we  be  realistic  and  attempt  to  harmonize  to  a  greater  degree 
the  total  systems  involved,  not  just  the  interest  rates  and  the  length  of 
loans. 

I  would  conclude  by  recommending  enactment  of  H.E.  11384  with- 
out amendment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Fox,  on  behalf  of  the  National  As- 
sociation of  Manufacturers,  together  with  a  special  report  prepared 
by  the  International  Economic  Affairs  Department  entitled  "NAM 
Export  Credit  Survey  Report,"  dated  Dec.  28,  1977,  and  a  report 
from  Business  Economics,  January  1978,  entitled  "Dollar  Devaluation, 
Floating  Exchange  Rates  and  U.S.  Exports,"  follow :] 
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Testimony  of  the 
National  Association  of  Manufacturers 
before  the 
Subcommittee  on  International  Trade,  Investment  $  Monetary  Policy 
of  the 
House  Committee  on  Banking,  Currency  and  Housing 
on  the 
U.S..  Export- Import  Bank 


Mr.  Chairman  and  members  of  the  Committee  I  am  Lawrence  A.  Fox,  Vice  Presi- 
dent for  International  Economic  Affairs  of  the  National  Association  of  Manu- 
facturers. I  will  be  speaking  on  behalf  of  the  National  Association  of  Manu- 
facturers (NAM),  a  voluntary,  non-profit  association  of  over  13,000  American 
companies  large  and  small,  located  in  every  state  and  representing  the  pro- 
ducers of  nearly  85  percent  of  our  nation's  manufactured  output.  In  addition, 
NAM's  membership  employs  approximately  15  million  people. 

I  appreciate  this  opportunity  to  appear  before  this  Subcommittee  to  comment 
on  the  authorization  levels  of  the  U.S.  Export- Import  Bank  and  other  issues  per- 
taining to  the  Bank's  future  operation. 

My  comments  today  will  be  based  in  part  upon  a  survey  conducted  by  the 
NAM  in  1977  of  U.S.  exporters  who  have  extensive  knowledge  and  experience  regard- 
ing the  U.S.  export  credit  system.  The  NAM  survey,  a  report  of  which  was  pub- 
lished in  December  1977  and  which  has  been  distributed  to  the  Committee  members, 
sought  to  determine  the  competitive  position  of  the  U.S.  export  credit  system 
relative  to  the  export  credit  facilities  of  major  foreign  countries. 

I  should  say  at  the  outset  that  the  NAM  export  credit  survey  was  undertaken 
at  a  time  of  extreme  business  discontent  over  the  performance  of  the  U.S.  export 
credit  system  and  of  Eximbank  in  particular.  Briefly  summarized,  the  U.S.  export- 
ing community  felt  that  the  Export-Import  Bank  was  neither  living  up  to  its 
mandate  to  provide  credit  terms  comparable  to  those  available  to  our  competitors. 
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nor  was  it  sufficiently  committed  to  a  forceful  policy  of  export  promotion. 
Our  survey  is  based  on  responses  from  U.S.  exporters  and  covers  a  five  year 
tine  period  from  1972  to  1976.  In  the  eyes  of  those  utilizing  Exim  programs, 
these  years  witnessed  the  severe  deterioration  of  U.S.  competitiveness  in 
the  field  of  export  credit  —  a  trend  which  culminated  in  1976  with  a  pro- 
nounced retrenchment  of  Eximbank  lending  activity. 

In  the  year  since  the  Carter  Admwnist ration  has  been  in  office,  a  welcome 
thaw  in  Eximbank 's  lending  policies  has  become  apparent.  While  our  survey 
report  cannot  document  this  altered  posture,  we  thought  it  important  to  note 
this  favorable  development.  Of  course,  increased  flexibility  and  more  competi- 
tive lending  programs  are  only  a  first,  albeit  crucial,  step  toward  revitaliz- 
ing the  U.S.  export  credit  system.  While  we  applaud  the  direction  in  which 
the  U.S.  Export- Import  Bank  is  moving,  there  remain  a  great  many  problem  areas 
still  to  be  addressed. 

OVERVIEW 

Both  the  Carter  Administration  and  the  Congress  have  repeatedly  enunciated 
the  belief  in  an  inherent  link  between  domestic  and  international  economic 
policy  and  the  extent  to  which  the  two  must  be  considered  together  before  major 
policy  is  formulated  on  either.  Certainly  this  link  between  domestic  and  inter- 
national economic  issues  is  not  new;  however,  its  importance  has  been  highlighted 
by  the  extent  to  Which  the  world  economy  has  become  integrated  in  recent  years. 
The  consequences  of  this  interdependence  are  evident  in  the  growth  of  money  mar- 
kets on  a  world  scale  —  and  trade  and  investment  flows  that  truly  dwarf  all 
but  the  largest  national  economies.  In  the  case  of  trade  alone,  in  1976  accord- 
ing to  the  GAIT  (General  Agreement  on  Tariffs  and  Trade) ,  world  trade  reached 
1  trillion  dollars,  while  total  U.S.  GNP  was  about  $1,890  billion.  Trade  on 
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this  scale,  of  course,  has  tremendous  financial  implications  and  the  major 
part  has  to  be  financed  by  the  private  sector. 

In  1977,  U.S.  exports  totaled  about  $120  billion,  or  about  6.2  percent 
of  U.S.  GNP.  In  terns  of  goods  production,  the  figure  is  much  more  dramatic. 
In  1976,  roughly  22  percent  of  all  manufactured  and  farm  goods  produced  in 
the  U.S.  were  exported  —  more  than  double  the  proportion  that  prevailed  in 
1960. 

These  figures  are  meant  to  demonstrate  the  crucial  relationship  between 
exports  and  U.S.  economic  growth.  Exports  now  account  for  4.2  million  jobs 
in  the  U.S.,  based  on  the  latest  Department  of  Labor's  Bureau  of  Labor  Sta- 
tistics estimate  of  35,000  jobs  associated  with  or  resulting  from  each  $1  bil- 
lion in  exports.-   And  since  exports  have  been  growing  more  rapidly  than  the 
economy  as  a  whole  --  exports  have  increased  71  percent  since  1973  while  GNP 
has  grown  only  about  21  percent  —  it  is  evident  that  exports  can  and  do  pro- 
vide a  critical  impetus  to  expansion  of  the  U.S.  economy  and  reduction  of 
domestic  unemployment. 

There  is  a  common  misconception  that  the  growth  of  agricultural  exports 
in  recent  years  has  been  the  major  factor  in  our  total  export  growth.  This 
is  not  the  case.  The  driving  force  behind  our  export  growth  has  been  the  ex- 
port performance  of  capital  goods.  Exports  of  capital  goods  constituted  35 


1 

~~  The  above  ratio  of  jobs  per  billion  of  exports  is  based  on  a  1972  ELS 
estimate  of  export  related  jobs.  The  1975  estimate  has  been  extrapolated 
(using  yearly  productivity  and  inflation  figures,  for  example)  from  the  origi- 
nal 1972  estimate,  and  while  it  is  conservative  relative  to  other  estimates 
(The  U.S.  Treasury  Department  estimates  58,000  jobs),  it  would  appear  to  be 
the  most  realistic  figure  available 
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percent  of  our  exports  in  1976  as  compared  with  20  percent  for  agricultural 
products.  Since  1970,  agricultural  exports  have  increased  by  about  $16  bil- 
lion. Capital  goods  exports  increased  over  $25  billion  during  the  same 
period.  Capital  goods  exports  now  productively  employ  1.3  million  workers 
and  pave  the  way  for  lower  unit  costs  through  the  efficiencies  inherent  in  . 
longer  production  runs.  Stated  in  other  terms,  the  more  we  export,  the  more 
we  invest  at  home,  producing  lower  unit  costs  for  the  domestic  users  of  our 
capital  goods.  Thus  exports  can  be  anti-inflationary  at  home  and  job-creating 
at  the  same  time. 

From  the  above,  it  is  evident  that  export  growth  makes  important  and 
growing  contributions  to  the  strength  of  the  domestic  economy.  But  the  ques- 
tion must  be  asked  if  these  contributions  are  optimal,  or  even  if  they  are 
adequate.  This  is  particularly  an  important  question  if  one  understands  that 
the  U.S.  is  no  longer  the  Number  One,  manufactured  goods  exporter  —  a  place 
lost  to  Germany  in  1970  (See  Table  A).  Furthermore,  exports  of  capital  equip- 
ment by  Germany  exceed  U.S.  exports  of  such  equipment  and  the  margin  in 
Germany's  favor  has  been  growing.  In  fact,  between  1970  and  1975  German  capi- 
tal goods  exports  increased  282  percent  to  $31.3  billion,  and  comprised  34.7 
percent  of  total  German  exports.  The  other  principal  competitor  of  the  U.S. 
for  export  markets  is  Japan,  of  course;  and  as  Table  B  indicates,  between 
1970  and  1976  the  proportion  of  capital  goods  to  total  Japanese  exports  in- 
creased from  31  to  40  percent  while  consumer  goods  actually  decreased  from  26 
to  24  percent.  Thus,  despite  the  growth  of  the  U.S.  export  performance  in 
capital  goods,  we  must  pursue  more  effective  export  policies  if  we  wish  to 
match  the  export  perfomance  of  Germany;  and  we  must  bear  in  mind  the  ever 
narrowing  gap  between  ourselves  and  the  Japanese.  And  it  is  evident,  that 
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other  competitors  for  capital  equipment  markets  — -  including  the  United  Kingdom, 
France,  Sweden,  Italy,  Belgium,  Netherlands  and  Switzerland  —  are  determined 
to  pay  for  their  huge  oil  import  bills  by  more  exports  —  and  they  are  doing 
so  with  very  substantial  assistance  by  their  governments  by  means  of  official 
export  credit  aid.  Japan  and  Germany,  of  course,  have  already  paid  for  the  in- 
creased cost  of  oil  imports  by  increased  exports,  and  their  unprecedented  export 
surpluses  in  1977  attest  to  this  fact. 

The  growth  in  capital  goods  exports  relative  to  growth  in  all  other  export 
sectors  highlights  the  express  need  for  a  strengthened  Eximbank,  since  it  is 
precisely  these  goods,  i.e.,  those  involving  high  cost  big  ticket  items,  long- 
term  repayment  and  delayed  cash  flow  receipts,  that  require  official  financial 
support.  In  fact,  support  of  this  type  is  traditionally  the  most  vital  func- 
tion of  the  Bank. 

Five  elements  are  essential  to  the  competitiveness  of  our  capital  goods 
in  the  world  marketplace:  financing,  quality,  service,  delivery,  .date  and 
price.  All  five  elements  must  be  present  for  a  U.S.  producer  to  be  competitive 
in  world  markets.  And  it  should  be  recognized  that  purchasers  of  capital 
equipment  traditionally  look  to  the  seller  to  provide  the  credit  package  —  and 
in  fact,  it  is  well  understood  that  credit  terms  are  indeed  an  integral  part 
of  the  final  price  of  the  equipment. 

With  5.6  billion  dollars  of  authorization  in  FY  1977,  Eximbank  facilitated 
the  sale  of  $8.5  billion  in  exports.  The  Bank  fulfilled  an  obviously  crucial 
role  for  the  U.S.  economy  in  light  of  the  intensified  market  competition  that 
exists  today.  The  continued  strength  of  the  Bank  is  absolutely  essential  for 
the  success  of  U.S.  exports.  This  importance  is  compounded  by  the  fact  that 
the  U.S.  ranks  second  to  last  among  major  industrial  countries  in  percentage 
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of  exports  receiving  official  financial  support.  The  ranking  in  1976  was  as 
follows: 

Japan  49% 

U.K.  38% 

France  40% 

Italy  9% 

West  Germany-  10% 

United  States  8% 

In  short,  the  contributions  that  a  strong  Eximbank  can  make  to  the  na- 
tional economy  are  many,  and  it  is  to  enable  the  Bank  to  continue  and  expand 
further  this  role  that  prompts  our  appearance  here  today. 

NAM  EXPORT  CREDIT  SURVEY 

In  early  1977,  the  HAM  formed  a  Task  Force  on  Export  Credit  which  was 
charged  by  NAM'S  International  Economic  Affairs  Committee  to  study  and  formu- 
late recommendations  on  key  export  credit  policy  issues.  Among  the  issues 
which  the  Task  Force  has  reviewed  are  the  on-going  developments  regarding 
the  competitiveness  of  U.S.  export  credit  facilities  relative  to  those  of 
foreign  countries;  international  negotiations  on  export  credit  practices; 
proposed  legislation  affecting  the  U.S.  export  credit  system;  and,  most  im- 
portantly, perceived  changes  in  the  lending  polities  and  programs  of  the  U.S. 
Export- Import  Bank. 

In  an  effort  to  formulate  a  statistically  sound  basis  on  which  to  analyze 
these  issues,  the  NAM  Task  Force  in  1977  undertook  to  survey  a  representative 
segment  of  the  NAM  membership  engaged  in  exports  in  order  to  evaluate  experience 
with  the  Bank.  U.S.  companies  were  asked  to  provide  data  about  their  own  opera- 
tions and  the  role  of  the  Eximbank  in  facilitating  their  export  efforts.  Com- 


—  This  figure  encompasses  only  government- insured  or  guaranteed  exports 
(e.g.  excludes  exports  supported  by  direct  government  loans)  and  hence  is 
not  comparable  with  the  other  figures  in  the  table. 
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panies  were  also  asked  to  evaluate  the  Bank  in  terns  of  competitiveness,  au- 
thorization levels  and  administration.  They  were  also  asked  to  express  their 
opinions  on  related  issues  such  as  the  Gentlemen's  Agreement,  the  1976 
"Consensus  Agreement"  and  current  legislative  restrictions  placed  on  the  lend- 
ing authority  of  the  Bank. 

The  companies  that  form  the  basis  for  our  report  are  a  cross-section  of 
U.S.  capital  goods  manufacturers,  with  representation  from  international  con- 
structors and  consumer  goods  producers.  Annual  sales  exceeding  $140  billion 
and  manufactured  goods  exports  amounting  to  almost  $16  billion  are  covered  by 
the  survey.  It  may  also  be  noted  that  the  NAM  survey  group's  participation 
in  Exim  programs  in  1976  was  25  percent  of  Exim's  total  loan  authorizations 
in  that  year. 

The  main  thrust  of  our  work  on  export  credit  issues  in  the  past  year  has 
been  toward  the  competitiveness  of  the  U.S.  export  credit  system,  the  various 
components  which  define  competitiveness  and  finally,  how  the  U.S.  export 
credit  system  matches  up  against  the  facilities  of  our  foreign  competitors. 
There  are,  of  course,  a  number  of  issues  other  than  competitiveness  which  de- 
mand serious  thought  and  discussion.  However,  we  believe  for  the  present  it 
would  be  best  to  confine  our  attention  to  this  particular  aspect. 

AUTHORIZATIONS 

Probably  the  most  clear-cut  issue  relating  to  competitiveness  is  that  of 
authorization  levels.  Quite  clearly,  the  resources  available  to  the  Bank  go 
a  long  way  toward  determining  how  aggressive,  flexible  and  otherwise  effective 
the  Bank  can  be  in  meeting  the  credit  support  programs  that  serve  our  competi- 
tors so  well. 

Under  the  Export- Import  Bank  Act,  the  commitment  authority  of  the  Bank  to 
lend,  guarantee  and  insure  is  currently  limited  to  $25  billion  outstanding  at 
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any  one  tine.  This  represents  a  potential  outstanding  contractual  conunitaent 
of  $40  billion  —  consisting  of  $20  billion  in  guarantees  and  insurance  and 
$20  billion  in  additional  commitments.  The  NAN  believes  that  this  present 
overall  authority  for  the  Bank  is  inadequate  to  provide  the  support  currently 
needed  by  U.S.  capital  equipment  and  other  exporters  and  should  be  raised  to 
a  level  of  $40  billion.  We  further  support  the  Administration's  budget  re- 
quest of  $12.1  billion  for  FY  1979  as  the  minimum  authorization  figure  that 
can  be  thought  to  be  reasonably  adequate. 

The  data  produced  by  our  survey  clearly  indicate  that  within  the  survey 
group,  Exim  authorizations  did  not  begin  to  keep  pace  with  the  export  perfor- 
mance recorded  by  these  companies.  In  fact,  between  1972  and  1976  annual 
loan  authorizations  actually  declined  8  percent  while  company  exports  in- 
creased 178  percent  over  the  same  period.  In  comparison,  total  Eximbank  au- 
thorizations between  1972  and  1976  showed  minimal  growth  in  constant  dollars 
(19.7  percent)  and  almost  no  growth  in  real  value.  This  stagnant  growth 
period  for  Exim  authorizations  coincided  with  a  period  of  enormous  export 
growth,  178  percent  for  the  survey  group  and  135  percent  for  the  nation  as 
a  whole.  It  might  be  noted  in  addition  that  not  only  did  this  authorization 
retraction  occur  during  a  five  year  period  of  tremendous  export  growth,  but 
it  also  coincided  with  period  period  of  improved  income  for  the  Bank.  Thus, 
the  data  present  the  anomaly  of  Exim  funds  drying  up  at  the  moment  of  export 
expansion  —  a  counter-cyclical  tendency  which,  in  the  opinion  of  the  survey 
respondents,  had  the  effect  of  placing  a  lid  on  U.S.  export  potential.  In- 
deed, when  asked  if,  in  their  judgment,  the  Bank's  loan  authority  had  kept 
pace  with  the  changing  needs  of  U.S.  exporters,  nearly  40  percent  of  the  com- 
panies characterized  Exim  authorization  levels  as  "unsatisfactory"  while  only 
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one  company  expressed  the  view  that  the  authorization  levels  were  "good." 

The  clearest  indication  of  the  inadequacy  of  Exim  loan  authorizations 
is  the  declining  U.S.  share  of  key  Markets  over  the  past  four  years.  Be- 
tween 1974  and  1977  our  Market  share  fell  fro*  20.4  percent  to  17.5  percent 
in  Japan,  from  8.1  percent  to  7.9  percent  in  the  European  Co—unity,  fron 
9.2  percent  to.  8.3  percent  in  other  developed  countries  and  fron  18.4  per- 
cent to  17.8  percent  in  0P6C  countries.  Overall  the  U.S.  share  of  world 
exports  (excluding  exports  to  the  U.S.)  has  declined  from  13.2  percent  in 
1974  to  12.7  percent  in  1977. 

It  is  clearly  contrary  to  the  interests  of  the  U.S.  economy  generally 
and  the  exporting  conunity  in  particular  to  have  the  Bank's  lending  levels 
contract  just  at  the  tine  when  export  expansion  deaands  additional  funds  for 
export  finance.  Increases  in  the  Bank's  loan  authority  should  novo  in  step 
with  the  U.S.  export  effort  and  should  not  have  the  effect  of  inhibiting  U.S. 
export  potential. 

We  would  like  to  impress  upon  the  Subcommittee  that  at  the  present  mo- 
ment export  sales  are  being  lost  to  foreign  competitors  for  lack  of  adequate 
financing.  In  a  recent  survey  of  a  selected  number  of  its  customers,  the  Bxim- 
bank  found  approximately  $900  million  in  lost  sales  reported.  Perhaps  a 
more  significant  figure  is  that  lost  sales  accounted  for  11  percent  of  these 
companies'  total  export  sales,  indicating  that  total  lost  export  sales  — • 
attributable  to  inadequate  financing  —  may  approach  $13.2  billion  for  the 
nation  as  a  whole. 

In  short,  the  expanded  volume  of  exports  taken  in  combination  with  the 
increasingly  competitive  environment  of  international  markets  for  capital 
goods,  require  that  Exim  have  access  to  adequate  resources  to  enable  it  to 
maintain  the  flexibility  to  meet  foreign  competition  insofar  as  export  credit 
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is  concerned.  This,  of  course,  is  essential  to  meet  the  Congressional  statu- 
tory mandate  of  the  Bank  to  be  competitive  with  credit  provided  by  foreign 
suppliers. 

An  additional  factor  which  directly  impacts  the  competitiveness  of  the 
Eximbank  is  the  length  of  its  extension.  We  would  strongly  urge  that  the 
Committee  accept  the  Administration's  recommendation  for  a  five  year  extension. 
From  a  competitive  perspective,  it  is  vital  that  potential  foreign  buyers  of 
U.S.  manufactured  goods,  as  well  as  the  U.S.  manufacturers  themselves  be  able 
to  rely  on  a  dependable  source  of  export  financing.  A  firm  mandate  in  the 
form  of  a  five  year  extension  would  undoubtedly  enhance  this  perception  of 
continuity  and  dependability.  As  a  great  many  transactions  financed  by  Exim- 
bank call  for  commercial  relationships  in  excess  of  five  years,  it  is  especially 
important  that  foreign  buyers  know  beforehand  that  the  Bank  will  be  able  to  see 
the  transaction  through  to  completion. 

COMPETITIVENESS 

The  question  of  competitiveness  is  one  that  was  central  to  the  NAN  sur- 
vey. According  to  the  Export- Import  Bank  Act  of  1945,  the  Bank  is  required 
to  "provide  guarantees,  insurance  and  extensions  of  credit  at  rates  and  on 
terms  and  other  conditions  which  are  competitive  with  the  Government  sup- 
ported rates  and  terms  and  other  conditions  available  for  the  financing  of 
exports  from  the  principal  countries  whose  exporters  compete  with  United  States 
exporters."  Eximbank' s  statutory  mandate  to  offer  "competitive"  terms  is  com- 
plicated by  the  policy  and  tradition  of  the  Bank  to  be  self-sustaining,  to  make 
a  profit  and  to  serve  other  national  interests  other  than  export  growth.  The 
end  result  of  these  conflicting  mandates  has  been  a  credit  facility  whose  pri- 
orities vacillate  between  providing  U.S.  exporters  with  competitive  credit 
terms  and  other  fiscal  policy  or  budgetary  objectives,  including  paying  an 
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adequate  dividend  to  the  U.S.  Treasury.  Concerns  over  the  Bank's  financial 
condition  in  past  years  have  often  accentuated  the  Bank's  role  as  a  "lender 
of  last  resort,"  and  thus  the  problen  of  how  adequately  the  Bank  is  able  to 
compete  forcefully  with  foreign  export  credit  credit  agencies  is  again  of 
prime  importance. 

In  our  questionnaire,  companies  were  asked  how  well  Eximbank  was  able 
to  meet  the  government  supported  financing  available  to  foreign  exporters. 
Further,  they  were  asked  to  comment  on  instances  in  which  Exim  departed  from 
its  standard  lending  policies  so  as  to  meet  the  specific  terms  of  a  competi-* 
tor.  No  respondent  reported  Eximbank' s  performance  to  be  "outstanding. N 
Only  5  percent  of  the  respondents  could  describe  Eximbank 's  programs  as 
"good"  and  48  percent  termed  them  only  adequate.  The  remainder,  i.e.  almost 
one  half  of  the  survey  group,  characterized  Exim  an  "unsatisfactory"  when 
tested  against  the  competitive  performance  of  foreign  credit  institutions. 
Typical  of  a  great  number  of  corporate  responses  was  the  following: 
"The  major  thrust  of  our  experience  is  that  the  Bank  is 
insufficiently  competitive  for  reasons  of  1)  slow  re- 
sponse, 2)  the  limited  nature  of  its  commitment  to  sup- 
port any  national  export  policy,  3)  its  lack  of  programs 
comparable  to  those  of  counterpart  institutions,  and  4) 
its  generally  higher  interest  rates  and  charges." 
Quite  clearly,  a  company's  assessment  of  Eximbank 's  competitiveness  de- 
rives from  that  company's  direct  experience  in  marketing  its  products 
with  Exim  support.  In  an  attempt  to  reach  a  better  understanding  of  this 
dimension  of  the  problem,  we  made  a  determined  effort  to  elicit  case  examples 
in  which  either  Exim  support  was  not  forthcoming,  the  terms  provided  were  not 
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competitive  with  terms  available  to  foreign  manufacturers,  or  the  terms  would 
not  meet  the  customer* s  requirements.  While  recognizing  the  difficulty  of 
imputing  lost  business  to  one  single  factor,  we  thought  it  important  to  docu- 
ment instances  in  which  exact  data  on  the  sales  were  known,  for  example:  locale, 
date,  foreign  competitors,  elements  of  foreign  financing,  etc. 
One  typical  case  example  offered  to  us  was  as  follows: 

An  electrical  goods  manufacturer  replied  that  in  several 
instances  substantial  export  5 ales  had  been  lost  due  to 
uncompetitive  Exim  financing.  In  one  instance  on  a  trans- 
port control  system  to  Brazil  with  a  total  of  $35  million 
of  U.S  content*  Eximbahk  offered  credit  terms  of  a  10 
percent  cash  down  payment,  40  percent  in  direct  credit 
and  30  percent  with  an  Exim  guarantee.  Exim  s  interest 
rate  was  9  1/4  percent  per  annum  over  9  1/2  years  coupled 
with  a  guarantee  fee  of  1  percent   Ultiifiately  the  sale 
was  lost  to  a  French  consortium  which  was  able  to  offer 
an  SS  percent  direct  credit  with  a  IS  percent  cash  down 
payment  at  7  1/2  percent  per  annum  interest  over  10  years. 

As  previously  mentioned,  Eximbank  in  a  recent  company  survey  of  customers 
with  total  export  sales  of  $8.2  billion  reported  $900  million  in  lost  sales  for 
these  companies  alone. 

In  comparison,  we  have  concluded  that  the  Exim  survey  results  significantly 
understate  the  magnitude  of  the  problem.  The  NAM  survey  respondents  reported  a 
total  of  $3.2  billion  in  lost  exports  or  25  percent  of  their  total  exports. 
Fifty-seven  percent  of  the  new  survey  respondents  reported  lost  sales  attribut- 
able to  inadequate  financing  and  67  percent  of  these  respondents  were  able  to 
quote  specific  terms  of  the  transactions  actually  provided  by  the  foreign  export 
credit  agencies.  In  terms  of  jobs  the  lost  sales  attributable  to  Eximbank 
translates  into  112,000  jobs,  that  would  have  existed  had  it  not  been  for  inade- 
quate, or  non-existent  Exim  financing  terms. 

Equally  important  to  the  overall  competitive  stature  of  the  Eximbank  is 
its  performance  regarding  short-cycle  and  supplier  credits  which  on  a  trans- 
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action  basis,  account  for  the  largest  share  of  the  Bank's  lending  activity. 
Exim's  most  recent  survey  report  acknowledged  that  its  medium  ten  programs  -- 
its  CFF  and  discount  loan  program  in  particular  -  -  are  not  competitive  on  a 
cost  basis  with  the  medium-term  credit  programs  of  France,  Germany,  Italy, 
Japan  and  the  U.K. 

On  a  related  issue,  Eximbank  programs  directed  toward  small  business 
should  be  enhanced  and  made  more  available  in  order  to  facilitate  the  export 
operations  of  these  firms.  Exim's  short-term  credit  programs  are  relatively 
expensive  compared  with  those  available  to  small  business  overseas,  and  thus 
the  Bank's  operations  offer  little  incentive  to  new  exporting  companies. 
From  our  experience,  many  smaller  manufacturing  firms  have  never  utilized 
Exim  financing  programs  because  they  consider  them  exclusively  designed  for 
large  export  transactions.  Eximbank 's  past  efforts  to  change  this  image  could 
and  should  be  stepped  ur  and  its  CFF,  guarantee  and  discount  loan  programs 
should  be  made  more  accessible  to  small  business. 

Another  aspect  of  competitiveness  which  often  goes  unnoticed  is  the 
extent  to  which  U.S.  manufacturers  are  compelled  to  source  exports  from  over- 
seas subsidiaries  in  order  to  obtain  competitive  financing.  This  aspect, 
perhaps  better  than  any  other  reflects  the  lengths  to  which  U.S.  exporters 
are  often  forced  to  go  in  order  to  win  a  sale.  Of  course,  the  benefits  of 
such  sales  to  domestic  employment  and  the  balance  of  payments  are  negligible. 
While  companies  clearly  preferred  to  export  from  the  U.S.  when  possible, 
nearly  50  percent  of  the  companies  in  our  survey  indicated  that  because  of 
inadequate  financing  they  had  been  forced  to  supply  goods  from  a  foreign 
subsidiary  in  the  past  year. 

INTERNATIONAL  EXPORT  CREDIT  NEGOTIATIONS 


In  September  1974,  a  preliminary  "Gentlemen's  Agreement"  was  signed  by 
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the  Major  industrialized  trading  nations  to  establish  a  floor  for  officially 
supported  export  credit  interest  rates.  This  endeavor  was  one  in  a  series 
of  attempts  over  the  years  to  set  up  international  guidelines  governing  the 
various  aspects  of  official  export  credit  support  programs.  Previous  efforts 
have  been  undertaken  by  the  Berne  Union  and  the  OECD  to  establish  various 
agreements  and  "stand  stills"  binding  the  participants  to  limit,  in  various 
ways,  their  official  export  credit  practices.  Historically,  all  previous 
agreements  guiding  export  credit  policies  have  proved  to  be  of  only  marginal 
value  -  and  generally  bound  U.S.  official  policy  while  being  circumvented 
in  one  way  or  another  by  other  governments  when  it  suited  their  interests  to 
do  so. 

The  "Consensus  Understanding"  agreed  upon  by  the  major  exporter  coun- 
tries in  1976  and  recently  extended  and  amended  by  an  enlarged  group  of  20 
countries,  does  not  in  any  sense  represent  the  final  word  on  a  firm  inter- 
national agreement  on  export  credit.  However,  the  very  concept  of  such  an 
international  agreement  signifies  the  desire  to  promote  cooperation  among 
industrialized  countries  to  lessen  the  potential  for  an  export  credit  war. 
Bearing  this  in  mind,  the  surveyed  companies  were  asked  if,  since  the  adoption 
of  the  Consensus  in  June  of  1976,  they  had  become  aware  of  a)  a  noticeable 
change  in  Exim's  lending  policy,  or  b)  any  lessening  in  the  flexibility  of 
foreign  export  credit  agencies  in  delivering  credit  terms  necessary  to  win 
a  sale.  The  respondents  were  nearly  unanimous  in  their  response  to  this 
question  that  the  Consensus  was  of  little  or  no  value  to  U.S.  exporters.  In 
fact,  only  one  company  was  able  to  report  any  noticeable  easing  in  Exim  lend- 
ing policies.  Many  companies  commented  on  perceived  changes  in  both  the 
policies  of  Eximbank  and  those  of  competing  foreign  facilities;  but  in  summa- 
ry, such  observations  related  to  either  enhanced  flexibility  of  the  competi- 
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tion  or  further  restrict iveness  in  Exim  policies. 

As  a  follow-up  question,  companies  were  asked  if  international  harmoniza- 
tion  of  various  export  credit  programs  and  systems  is  an  appropriate  national 
policy  objective  in  view  of  differing  national  banking  and  export  financing 
systems.  Sixty- four  percent  of  the  respondents  indicated  that  they  considered 
harmonization  to  be  an ^appropriate  national  policy  objective.  However,  nearly 
every  positive  response  was  qualified  to  the  extent  that  harmonization  was 
deemed  appropriate  only  when  (a)  adequate  controls  are  included  to  assure  ad- 
herence by  all  participants ,  and  (b)  harmonization  is  broadened  to  include 
all  relevant  conditions  i.e.  not  just  interest  rates  and  maturities. 

Finally,  in  light  of  continuing  efforts  by  the  U.S.  Government  to  carry 
on  international  negotiations  on  export  credit  terms,  we  asked  the  companies 
involved  what  they  regard  as  the  essential  ingredients  of  such  an  agreement. 
The  most  repeated  recommendation  for  future  negotiations  was  the  inclusion  of 
some  mechanism  to  assure  compliance  by  all  participants.  Almost  30  percent 
of  the  respondents  mentioned  this  feature  of  a  new  international  agreement. 
Other  issues  frequently  mentioned  were:  "mixed  credit"  practices,  local  cost 
.  restrictions,  financing  of  preshipment  costs,  foreign  content  restrictions 
and  elimination  of  national  inflation  and  exchange  rate  insurance  schemes. 

In  our  opinion,  the  difficulties  experienced  by  the  U.S.  negotiators  in 
recent  months  in  trying  to  renew  and  strengthen  the  Consensus  on  Export 
Credits  reflect  the  inherent  limitations  of  such  negotiations.  With  the  possi- 
ble exception  of  new  reporting  requirements,  the  new  Consensus  Agreement  as 
of  April  1978  essentially  replicates  earlier  guidelines  on  export  credit 
practices  and  fails  either  to  strengthen  prior  provisions  or  address  new  is- 
sues which  surely  should  be  covered  by  such  an  agreement.  I  would  suggest 
that  there  are  a  variety  of  elements  within  the  world's  system  of  export  credit 
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which  do  not  lend  themselves  to  resolution  in  international  fora.  Inter- 
national negotiations  can  and  do  serve  a  useful  purpose  in  limiting  ex- 
cesses in  the  more  superficial  aspects  of  export  credit,  interest  rates  for 
example;  yet  by  nature,  there  are  a  great  many  "systemic"  aspects  to  export 
credit  which  can  not  possibly  be  moderated  or  eliminated  by  negotiations. 
These  are,  of  course,  those  credit  programs  which  are  integrally  tied  into 
commercial  banking  systems  with  central  bank  support  and  those  reflecting 
foreign  policy  goals.  It  is  for  this  reason  that  we  would  caution  against 
undue  reliance  on  international  negotiations  to  enhance  Eximbank's  competi- 
tive position  vis  a  vis  competing  foreign  facilities.  The  most  effective 
efforts  that  can  be  made  to  achieve  a  more  competitive  U.S.  export  credit 
system  are  those  efforts  which  can  be  taken  here  at  home. 

COMPARATIVE  EVALUATION 

As  a  final  note  to  this  question,  companies  participating  in  our  sur- 
vey were  given  the  chance  to  draw  upon  their  general  experience  to  arrive 
at  a  relative  ranking  of  national  export  credit  facilities.  First,  companies 
were  asked  if  the  U.S.  export  credit  system  serves  its  exporters  better  than 
do  the  export  credit  systems  of  its  major  competitors.  Not  a  single  company 
judged  the  U.S.  export  credit  system  to  be  better  than  those  of  its  competitors. 

Companies  were  then  asked  if  they  had  not  judged  the  U.S.  export  credit 
system  superior  to  those  of  their  major  competitors  then,  in  their  opinion, 
which  nation's  export  credit  system  best  serves  its  exporters.  What  follows 
is  the  ranking  of  national  export  credit  systems  according  to  the  survey 
group.  The  numbers  indicate  the  number  of  companies  which  selected  the  nation's 
system  to  be  superior. 
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France  14 

Japan  13 

U.K.  6 

Germany  3 

Canada  2 

Spain  2 

Belgium  1 

Companies  were  then  asked  to  rank  each  national  export  credit  system 
relative  to  the  services  provided  by  the  U.S.  Export- Import  Bank.  The  find- 
ings correlate  very  closely  With  the  preceding  evaluation  with  France  and 
Japan  vying  for  the  #1  spot. 


%  of  survey  respondents 
which  judged  systems  to 
be  better  than  US  system 

France 

100 

Japan 
U.K. 

95 
91 

Germany 
Canada 

89 
67 

Italy 

45 

FLOATING  EXCHANGE  RATES 

One  additional  point  should  be  introduced  at  this  time  which  bears  di- 
rectly upon  the  competitiveness  of  Eximbank  programs.  The  belief  that  a 
floating  dollar  in  a  worldwide  flexible  exchange  rate  system  provides  a  suf- 
ficient stimulus  for  U.S.  export  growth  has,  in  recent  years,  been  widely 
held.  In  our  view,  it  is  unfortunate  that  U.S.  Export-Import  Bank  policy 
has  been  affected  to  an  undue  degree  by  those  who  rigidly  hold  to  this  thesis. 
Once  the  view  emerged  that  we  were  no  longer  confronted  with  the  need  to  pro- 
mote exports  vigorously  to  help  achieve  balance  in  our  international  accounts  - 
the  U.S.  Government  began  to  abandon  its  earlier  support  for  policies  and  pro- 
grams aimed  at  enhancing  the  U.S.  international  payments  position  generally, 
and  our  export  trade  performance  in  particular. 
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We  would  suggest  that  this  view  is  not  only  incorrect,  but  has  too  long 
been  unquestioned  by  the  Congress  and  is  in  acute  need  of  reevaluation. 
Most  particularly,  this  viewpoint  —  that  floating  solves  U.S.  payments  pro- 
leas  and  therefore  makes  official  support  for  exports  an  old-fashioned  redun- 
dancy —  addresses  itself  to  an  unreal  world.  Currently,  there  can  be  little 
doubt  that  governments  of  key  trading  nations  are  actively  intervening  in  ex- 
change markets  either  to  stabilize  or  enhance  their  international  competitive 
position  from  the  trade  stanpoint.  In  addition,  there  is  ample  evidence  that 
price  considerations  are  by  no  means  paramount  when  it  comes  to  U.S.  capital 
goods  exports,  i.e.  those  goods  in  most  need  of  official  credit  support.  Ex- 
port sales  are  often  won  or  lost  on  the  basis  of  other  factors  such  as  credit 
terms,  delivery  date,  and  technology.  In  short,  I  would  say  that  the  real 
world  today  is  definitely  not  a  world  in  which  competitive  positions  for  mar- 
kets for  capital  goods  can  safely  be  left  to  floating  alone  —  that  is,  if 
the  U.S.  wishes  to  create  the  jobs  associated  with  growing  exports  that  other 
countries  are  determined  to  secure  for  themselves. 

CONCLUSION 

NAM  concludes  that  export  growth,  particularly  in  the  manufactured  goods 
area,  is  vital  to  the  U.S.  national  interest.  Job  creation  at  home,  lower 
unit  costs,  U.S.  balance  of  payments  improvements  and  consequent  ant i- inflationary 
effects  on  the  domestic  economy,  can  result  from  increased  capital  goods  produc- 
tion and  export  growth.  However,  such  export  growth  is  dependent  in  part  on 
adequate  Export -Import  Bank  export  credit.  We  thus  would  urge  that  Congress 
favorably  consider  the  following  measures: 

1)  Increase  the  Bank's  overall  lending  authority  to 
$40  billion; 
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2)  Extend  the  Export- Import  Bank  Act  of  1945  an 
additional  five  years; 

3)  Seek  to  encourage  greater  flexibility  in  Exim  lend- 
ing programs  so  that  the  Bank  can  fulfill  its  man- 
date to  offer  credit  on  competitive  terms;  and, 

4)  Encourage  our  export  credit  negotiators  to  encompass 
additional  issues  germane  to  export  credit  competition. 
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1960 
1970 
1975 
1976 

♦Source:  U.S.  Department  of  Commerce 
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TABLE 

A 

iXPORTS 

OF  MANUFACTURED  GOODS* 

($  Billions) 

U.S. 

Germany 

Japan 

$12:7 

$  5.1 

$  3.6 

29.7 

30.7 

18.1 

72.1 

79.6 

53.2 

78.5 

90.7 

64.6 
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TABLE  C 

Growth  of  U.S.  Capital  Goods  Exports 

1970  -  1976 

Millions  of  Dollars 

Exports 

Sector  1970 

Other  transport  equipaent 141 

Fan  tractors  and  machinery 358 

Mining  drilling  and  related  processing  equipment  480 

Trucks,  buses  and  special  vehicles  to  countries 

other  than  Canada 318 

Materials  handling  equipment  266 

Trucks ,  buses  and  special  vehicles  to  Canada  242 

Electrical  machinery  other  than  consumer  type  2,077 

Scientific,  medical,  and  professional  equipment  283 

Excavating  and  paving  machinery  899 

Other  industrial  machinery  and  components  1,354 

Parts  for  aircraft  and  engines  1 ,  131 

Power  generating  machinery  other  than  engines  " 

for  aircraft  and  autos  623 

Commercial  air-conditioning,  refrigerating  and 

central  heating  equipment  320 

Hand  tools  and  service  equipment  414 

Non-farm  tractors,  parts,  and  attachments  584 

Machine  tools  and  metalworking  machinery 549 

Other  specialized  industrial  machinery  906 

Measuring,  testing  and  control  instruments  754 

Civilian  aircraft,  complete  1,528 

Business  machines  and  computers  1, 702 

Total  14,931 

Source:     Department  of  Commerce 


1976  as  a 

Exports 

Percentage 

1976 

of  1970 

778 

552 

1,617 

452 

2,027 

422 

1,171 

368 

966 

363 

824 

340 

6,677 

321 

909 

321 

2,594 

288 

3,648 

269 

2,975 

263 

1,597 

256 

774 

242 

974 

235 

1,320 

226 

1,220 

222 

1,985 

219 

1,651 

219 

3,211 

210 

3,296 

194 
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TABLE  E 

EXPORT- RELATED  EMPLOYMENT:   1960  to  1975 

Jobs/$l 

of  Merc 

Exi 

(Thoi 

Merchandise  Exports 

(Census  Basis) 

(Billions  of  $1) 

Total  Employment 
Attributable  to 
Merchandise  Exports 
(Millions) 

Billion 
:handise 
>orts 
isands) 

1960 

.  19.7 

2.28 

115 

1965 

26.7 

2.37 

89 

1970 

42.7 

2.93 

69 

1972 

49.2 

2.85 

58 

1973 

70.8 

3.47 

49 

1974 

97.9 

• 

3.78 

39 

1975 

107.1 

' 

3.74 

35 

Sources 

Merchandise  Exports:  International  Economic  Report  of  the  President, 
January,  1977,  page  150. 

Total  Employment,  1960-1973:  Statistical  Abstract  of  the  United 
States,  1975,  Table  1363. 

Jobs/$l  Billion,  1974-1975:  Charles  S.  Friedman,  "Estimate  of  Cost 
Effectiveness  of  the  DISC  Legislation,"  U.S.  Department  of 
Commerce,  February,  1976. 
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Executive  Summary 

K  In  1976,  U.S.  exports  totaled  about  $115  billion  or  about  7  percent  of 
U.S.  GNP.  In  terms  of  goods  production,  roughly  24  percent  of  all  manu- 
factured aM  farm  goods  produced  in  the  U.S.  were  exported.  The  NAN 
survey  group  represents  total  annual  sales  of  $140  billion,  and  manufac- 
tured goods  exports  of  almost  $16  billion. 

2.  U.S.  export  growth,  and  the  phenomenal  growth  in  total  world  trade,  high- 
light the  increased  importance  of  adequate,  dependable  and  competitive  ex- 
port credit  facilities.  In  particular,  the  role  of  capital  goods  exports 

in  the  overall  U.S.  trade  performance  underscores  the  necessity  for  official 
financing  to  supplement  commercial  banks  where  necessary. 

3.  In  the  period  covered  by  the  NAM  survey  (1972-1976)  the  U.S.  Export- Import 
Bank  lost  ground  in  its  competitive  position  vis-a-vis  foreign  export 
credit  facilities.  This  development  may  be  attributable  to  (a)  fiscal 
policy  restraints  imposed  by  the  U.S.  Government,  and  (b)  substantially 
enhanced  export  promotion  efforts  by  the  governments  of  major  competitors. 

4.  Fifty- seven  percent  of  the  NAM  survey  respondents  reported  lost  export 
sales  due  to  inadequate  financing.  These  lost  sales  totaled  $3.2  billion 
for  the  survey  group,  in  1976  or  25  percent  of  total  annual  export  sales 
of  $15.8  billion.  The  employment  effect  associated  with  $3.2  billion  in 
lost  sales  amounts  to  112,000  lost  jobs,  according  to  estimates  based  on 
data  developed  by  the  Bureau  of  Labor  Statistics. 
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5.  As  one  element  of  Eximbank's  lost  competitiveness,  authorizations  to  the 
survey  group  fell  8  percent  from  1973  to  1976  while  exports  grew  178  per- 
cent between  1972  and  1976.  Because  Eximbank's  authorization  levels 
failed  to  keep  pace  with  the  needs  of  U.S.  exporters,  U.S.  industry  was 
further  disadvantaged  relative  to  foreign  competitors. 

6.  Interest  rates  and  maturities  were  cited  by  many  companies  as  major  factors 
in  Eximbank's  lack  of  competitiveness;  however,  a  greater  number  saw  the 
disparate  nature  of  competing  export  credit  systems  as  the  prime  cause  of 
Exim's  uncompetitiveness.  Many  also  referred  to  Eximbank's  lack  of  commit- 
ment to  a  forceful  policy  of  export  promotion.  Many  examples  of  lost  export 
business  were  cited  with  supporting  data  as  to  the  specific  cause. 

7.  International  efforts  to  harmonize  national  export  credit  facilities  were 
not  judged  to  be  notably  successful  by  the  survey  participants.  While 
many  considered  harmonization  to  be  a  viable  objective,  they  also  thought 
it  to  be  unrealizable  in  the  short  term  given  the  fundamental  differences 
among  national  export  credit  facilities,  commercial  banking  systems,  as  well  as 
foreign  government  export  subsidy  policies. 

8.  Finally  the  Eximbank  was  ranked,  in  terms  of  overall  performance,  below  the 
export  credit  systems  of  France,  Japan,  the  U.K.,  Germany  and  Canada 
respectively.  Not  a  single  company  rated  the  U.S.  export  credit  system  as 
better  than  that  of  major  competitor  countries. 
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NAM  Export  Credit  Survey  Report 

NAM'S  International  Committee  at  its  meeting  in  Washington  on  November 
17,  1976,  directed  that  work  be  undertaken  to  help  assure  that  adequate  ex- 
port financing  facilities  are  available  to  U.S.  industry  to  meet  growing 
international  competition  for  export  markets.  Pursuant  to  this  end,  a  Task 
Force  on  Export  Credit  was  established  within  the  International  Trade  Sub- 
committee with  the  objective  of  determining  whether  the  Export- Import  Bank 
in  particular,  and  the  U.S.  export  credit  system  in  general,  are  currently 
meeting  U.S.  industry's  needs,  and  if  not,  how  to  do  so. 

More  specifically,  this  survey  was  prompted  by  several  factors,  chief 
among  which  was  a  recognition  of  the  role  played  by  exports  -  and  capital 
goods  exports  in  particular  -  in  the  growth  of  the  national  economy.  The 
importance  of  exports  in  this  regard  is  highlighted  by  both  the  phenomenal 
growth  in  world  trade  and  the  five- fold  increase  in  the  cost  of  energy. 
Indeed,  the  latter  has  contributed  substantially  to  a  trade  deficit  of  ap- 
proximately $27  billion  for  1977. 

In  1976,  U.S.  exports  totaled  about  $115  billion  or  about  7  percent  of 
U.S.  GNP.  In  terms  of  goods  production,  roughly  24  percent  of  all  manufac- 
tured and  farm  goods  produced  in  the  U.S.  were  exported.  Additionally, 
based  on  1976  export  figures,  3.S  million  jobs  in  the  U.S.  are  dependent  on 
exports.  These  figures  demonstrate  the  vital  relationship  between  exports 
and  U.S.  economic  growth. 

The  NAM  is  interested  in  clearly  defining  the  role  of  U.S.  exports  of 
capital  goods  in  the  overall  growth  in  the  economy.  As  the  accompanying 
tables  indicate  (see  Appendix)  U.S.  capital  goods  exports  grew  250  percent 
between  1970  and  1975;  however,  both  Japanese  and  German  capital  goods  ex- 
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ports  rose  at  a  faster  rate.  These  figures  not  only  highlight  the  pivotal 
role  of  capital  goods  exports  in  the  total  U.S.  trade  performance,  but  also 
illuminate  the  increasingly  competitive  environment  within  which  U.S.  goods 
must  be  traded. 

These  factors,  of  course,  bear  upon  the  performance  of  the  U.S.  Export. 
Import  Bank  since  the  main  function  of  the  Bank  is  to  supplement  the  commer- 
cial banking  system  in  financing  big  ticket  export  items  (i.e.  capital  goods) 
which  require  financing  terms  which  are  often  beyond  the  capabilities  of 
commercial  banks.  Within  this  increasingly  competitive  international  environ- 
ment, Eximbank  has  been  subject  in  recent  years  to  constraints  imposed  by  the 
U.S.  Government  for  general  fiscal  policy  reasons.  Thus,  it  is  within  the 
context  of  all  these  factors  that  the  NAM  undertook  this  survey  in  order  to 
permit  U.S.  companies  to  comment  individually  on  their  ability  to  finance  ex- 
ports in  relation  to  their  foreign  competitors,  as  well  as  the  consequences 
for  the  U.S.  economy  as  a  whole. 

The  NAM  member  companies  comprising  the  survey  universe  were  a  broad 
cross-section  of  large  and  small  manufacturing  firms  numbering  approximately 
600.  No  attempt  was  made  to  identify  those  companies  which  had  utilized  the 
Bank  in  the  past  year;  and  thus,  a  large  initial  distribution  of  the  ques- 
tionnaire was  necessary.  Of  the  600  questionnaires  distributed,  218  were 
returned,  or  36  percent.  Of  the  218  returned,  181  reported  an  insufficient 
use  of  the  Bank  and  thus  were  excluded  from  the  aggregate  data.  Thirty-seven 
companies  remained  whose  participation  in  Eximbank »s  programs  was  substantial 
enough  to  enable  a  thorough  analysis  of  their  interaction  with  Eximbank  over 
the  past  five  years. 

As  the  figures  below  indicate,  these  37  companies  represent  total  sales 
of  $143  billion  and  exports  of  $15.8  billion.  Additionally,  it  should  be 


Digitized  by  VjOOQ IC 


299 

noted  that  the  survey  group's  Exim  participation  is  approximately  25  percent 
of  Exim's  total  authorizations  for  1976.  Of  course,  these  37  companies  buy 
components  and  services  from  a  large  number  of  American  companies  whose  sales 
thus  to  a  degree  depend  on  adequate  and  competitive  export  credit  financing. 

All  companies  responding  to  the  survey  were  assured  of  anonymity.  In 
the  presentation  of  case  examples,  companies  are  only  referred  to  generically 
i.e.  a  general  product  category.  The  following  is  a  product  breakdown  of 
the  survey  respondents. 


Industrial  Sector  Breakdown*/ 


Sector 

Power  generating  systems  $ 
apparatus  (nuclear  $  fossil) 

Transportation  equipment 

Aero- Space 

Construction  equipment 

Food  processing  equipment 

Machinery  $  machine  tools 

Construction 

Agricultural  equipment 

Petroleum  extraction  $  processing 
equipment 

Chemicals 

Information  systems 

Environmental  systems 

Consumer  goods 


Amt.  of  Exim 

participation  in 

most  recent  year 

No.  of  respondents 

($  millions) 

3 

848.0 

4 

322.0 

6 

525.3 

3 

282.0 

1 

29.0 

7 

74.4 

1 

27.0 

3 

6.8 

2 

44.0 

3 

12.4 

2 

14.4 

1 

0.9 

1 

8.0 

37 

2, 167. million 

&/The  above  sectoral  breakdown  only  reflects  the  major  lines  of  business  for 
the  survey  group  and  thus  the  figures  are  only  approximate. 
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It  should  be  pointed  out  that  the  industry  sector  breakdown  is  only  per- 
tinent for  the  NAM  survey  universe  and  hence  the  chart  does  not  conform  pre- 
cisely to  the  actual  sector  shares  of  Exia  authorizations  for  Fiscal  Year 
1976.**  Since  manufacturing  companies- constitute  the  NAN  membership  core,  it 
is  to  be  expected  that  data  from  the  survey  particularly  reflect  the  interests 
and  experience  of  the  manufacturing  sector  of  U.S.  industry. 

Additional  Respondent  Data 


Sales  minus 

Sales 

for.  affiliates 

Total  Exports 

(millions) 

(millions) 

(millions) 

Power  generating  systems  $ 

apparatus  (nuclear  4*  fossil) 

18,565 

NA 

2,683 

Transportation  equipment 

51,616 

43,548 

1,568 

Construction  equipment 

11,755 

5,152 

2,194 

Food  processing  equipment 

2,183 

2,183 

935 

Aero-Space 

16,471 

NA 

4,324 

Machinery  g  machine  tools 

6,835 

5,406 

685 

Construction 

1,801 

1,326 

940 

Agricultural  equipment 

10,065 

7,225 

1,130 

Petroleum  extraction  $ 

processing  equipment 

3,326 

NA 

583 

Chemicals 

12,188 

5,890 

756 

Information  systems 

5,514 

3,080 

290 

Environmental  systems 

438 

357 

22 

Consumer  goods 

2,650 

750 

274 

143,407  74,917  15,844* 


•represents  13.7  percent  of  U.S.  exports  in  1976 

**Actual  sector  shares  of  Eximbank  authorizations  during  FY  1976  were  as 
follows:  Electric  power,  21  percent;  Transportation,  19  percent; 
Construction,  16  percent;  Manufacturing,  9  percent;  Mining  and  refining, 
8  percent;  Agricultural,  7  percent;  Communications,  5  percent. 
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DIMENSIONS  OP  TOE  PROBLEM 

Lost  Export  Sales 

Export  sales  can  be  lost  for  a  number  of  reasons,  and  thus  it  may  be 
difficult  to  impute  loss  of  business  to  one  reason  alone.  This  survey  made 
a  determined  effort  to  elicit  case  examples  in  which  either  Exim  support 
was  not  forthcoming,  the  terms  provided  were  not  competitive  with  terms  avail- 
able to  foreign  manufacturers,  or  the  terms  would  not  meet  the  customer's 
requirements.  Companies  were  urged  not  to  estimate  lost  sales  in  the  aggre- 
gate but  to  include  the  locale,  date,  product  or  service  involved,  foreign 
competitors  and  terms  of  foreign  financing,  if  any,  and  the  precise  element (s) 
of  the  Exim  package  which  the  firm  felt  resulted  in  the  lost  contract. 

Eximbank  itself  in  a  recent  survey  of  U.S.  companies  with  export  sales 
of  $8.2  billion  found  $900  million  in  lost  sales.*/ Obviously,  if  total  U.S. 
exports  were  used  as  the  basis  for  this  calculation,  the  result  would  be  well 
in  excess  of  the  Exim  survey  figure. 

The  NAM  data  suggest  that  the  Exim  survey  significantly  understates  the 
magnitude  of  the  problem.  The  NAM  survey  respondents  reported  a  total  of 
$3.2  billion  in  lost  exports  or  25  percent  of  their  total  exports.  Fifty-seven 
percent  of  the  survey  respondents  reported  lost  sales  attributable  to  inade- 
quate financing  and  67  percent  of  those  were  able  to  quote  specific  terms  of 
the  transactions  actually  provided  by  the  foreign  export  credit  agencies. 

The  following  transactions  represent  a  cross-section  of  those  lost  export 
sales  cited  in  the  questionnaire.  Although  names  have  been  omitted  for  obvious 
reasons,  the  cases  are  recent.  It  can  be  assumed  that  the  bid  was  presented 
in  the  most  recent  fiscal  year  for  which  the  company  has  year-end  statistics. 

£/  The  Eximbank  survey  covers  a  period  of  nine  months  from  July  1976  to  March 
1977.  Thus,  on  an  annual  basis,  total  lost  sales  conceded  by  Eximbank  would 
amount  to  $1.2  billion  from  the  companies  surveyed. 
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Case  Examples 

1.  A  heavy  capital  goods  Manufacturer  reported  a  potential 
sale  of  a  cement  plant  to  the  Costa  Rican  government.  The 
bid  was  awarded  to  a  Spanish  firm  which  was  able  to  offer 
credit  terms  of  ten  years  with  three  years  grace  on  both 
principal  and  interest.  The  company  felt  its  bid  was  uncom- 
petitive because  Eximbank  had  offered  terms  of  ten  years 
with  three  years  grace  on  the  principal  only.  In  addition, 
the  general  conditions  (i.e.  information  required)  were  too 
stringent  for  the  customer  and  Exim's  total  participation 
was  insufficient  in  terms  of  total  dollars. 

2.  An  electrical  power  generator  manufacturer  reported  a  bid 
on  two  power  systems  to  Venezuela  valued  at  approximately  $55 
million.  The  sale  was  eventually  won  by  a  Japanese  manufac- 
turer who  was  able  to  provide  a  four  year  grace  period  with 
repayment  over  ten  years.  Interest  rates  were  fixed  at  7  1/2 
percent.  Financing  of  100  percent  of  local  cost  was  also 
made  available.  The  terms  and  conditions  of  Eximbank' s  offer 
were:  10  percent  cash  payment  and  90  percent  in  20  semi-annual 
installments  with  the  first  installment  due  six  months  after 
completion  of  the  plant.  Exim  would  make  a  direct  loan  for 

45  percent  of  the  U.S.  costs  to  be  repaid  from  the  last  10 
installments.  Interest  rates  were  8  percent  fixed  and  the 
commitment  fee  was  1/2  percent  per  annum.  Other  lenders  made 
direct  loans  for  45  percent  of  U.S.  costs  to  be  repaid  from 
the  first  10  installments.  Exim  guaranteed  50  percent  of  the 
commercial  bank's  position  for  a  fee  of  1  percent  per  annum 
and  a  commitment  fee  of  1/8  percent  per  annum  -  to  which  must 
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be  added  the  cost  of  commercial  bank  participation. 

3.  A  aajor  capital  goods  exporter  reported  two  recent  cases 
in  which  a  coaplete  absence  of  Exia  support  translated  into 
■ore  than  $30  million  in  lost  sales.  In  one  instance  Exim 
refused  to  become  involved  in  a  sale  of  a  conveyor  belt  sys- 
tem to  Pakistan.  The  $28  million  order  was  lost  to  a  French 
competitor  who  was  offering  half  of  the  loan  at  10  years  at 
a  rate  of  1  7/8  percent  over  LIBOR  (London  Interbank  Offer 
Rate)  and  the  balance  on  25  year  terms. 

4.  A  $3.1  million  order  of  heavy  cranes  for  the  Soviet  Union 
was  lost  to  a  Japanese  competitor.  Terms  provided  by  Japan's 
Eximbank  were  five  years  in  ten  semi-annual  installments  at  an 
interest  rate  of  5  1/4  percent  p. a.   Further,  the  down  pay- 
ment of  15  percent  was  financed  by  a  Japanese  bank.  No  Exim 
support  was  forthcoming  and  the  best  financing  available  to 
the  U.S.  firm  was  found  in  Europe  at  9  1/2  percent. 

5.  An  electrical  goods  manufacturer  replied  that  in  several 
instances  substantial  export  sales  had  been  lost  due  to  un- 
competitive Exim  financing.  In  one  instance  on  a  transport 
control  system  to  Brazil  with  a  total  of  $35  million  of  U.S. 
content,  Eximbank  offered  credit  terms  of  a  10  percent  cash 
down  payment,  40  percent  in  direct  credit  and  30  percent  with 
an  Exim  guarantee.  Exim's  interest  rate  was  9  1/4  percent 
per  annum  over  9  1/2  years  coupled  with  a  guarantee  fee  of 

1  percent.  Ultimately  the  sale  was  lost  to  a  French  con- 
sortium which  was  able  to  offer  an  85  percent  direct  credit 
with  a  15  percent  cash  down  payment  at  7  1/2  percent  per  annum 
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interest  over  10  years. 

6.  In  another  instance,  a  telecommunications  system  sale  to 
Iran  with  U.S.  content  of  $25  million  was  lost  to  a  Belgian 
competitor. 

Exim  terms  were  a  10  percent  cash  down  payment  and  a  40  per- 
cent direct  credit  at  8  1/2  per  annum  over  five  years.  In  this 
case,  Exim's  terms  were  competitive  with  neither  a  German  nor  a 
Belgian  firm  both  of  which  were  able  to  provide  more  attractive 
financing.  The  German  firm,  which  offered  a  90  percent  direct 
credit  at  8  percent  interest  over  five  years,  was  beaten  out  by 
the  Belgian  firm  which  provided  a  90  percent  direct  credit  at 
7  1/2  percent  interest  over  eight  years. 

7.  In  most  of  the  cases  presented  thus  far,  export  sales  have 
been  lost  because  a)  Eximbank's  terms  were  not  competitive  with 
the  export  financing  available  to  other  suppliers  or  b)  because 
no  support  was  forthcoming  from  Eximbank  what- so -ever.  However, 
equally  responsible  for  lost  export  sales  are  instances  in  which 
Exim's  terms  do  not  attempt  to  meet  the  stated  requirements  of 
the  foreign  buyer. 

Frequently,  the  customer  is  inclined  to  buy  from  a  U.S.  manu- 
facturer, but  insists  on  terms  which  would  ease  his  financing 
burden  but  which  Eximbank  will  not  approve,  although  there  is  no 
special  commercial  or  political  risk. 

One  capital  goods  manufacturer  failed  to  close  a  $3  million 
sale  to  a  financially  sound  customer  in  Brazil  because  Eximbank 
would  not  agree  to  a  seven  year  repayment  period.  The  customer's 
ultimate  decision  was  to  forego  the  purchase  entirely. 
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Another  supplier  similarly  lost  three  $750,000  sales  in 
Mexico,  Venezuela  and  Colombia  because  the  customers  wanted 
to  extend  repayment  beyond  five  years,  which  is  Eximbank's 
maximum  maturity  for  all  transactions  between  $200,000  and 
$5  million. 

Additionally,  a  large  construction  equipment  firm  reported 
an  instance  in  which  a  $1.6  million  sale  of  motorgraders  to 
the  Costa  Rican  Government  was  lost  for  this  reason.  Costa 
Rica  wanted  five  year  terms  with  an  annual  repayment  schedule. 
U.S.  commercial  banks  had  already  expressed  their  concern 
about  the  political  risks  of  the  transaction.  Eximbank  re- 
sponded that  it  would  not  participate  on  the  basis  of  five 
annual  repayments.  Subsequently,  the  Costa  Rican  Government 
successfully  found  alternative  financing  in  the  U.K.  over  six 
years  with  one  year's  grace  and  five  annual  payments.  The 
interest  rate  was  9.5  percent  p. a. 
8.      The  same  company  reported  another  incidence  in  which  an 
$11  million  order  for  compressors  was  lost  to  a  French  firm 
in  the  absence  of  any  Eximbank  proposal.  The  flexibility  of 
the  French  terms  speaks  for  itself.  Eighty-five  percent  fi- 
nancing was  offered  in  two  tranches  resulting  in  9  to  9  1/2 
year  exposure.  Tranche  one  was  last  delivery  date  plus  30 
months  but  not  later  than  October  1980.  Tranche  two  was  last 
date  of  delivery  but  not  later  than  April  1981.  The  interest 
rate  was  7.25  percent  p. a.   In  addition,  up  to  13  percent  of 
non-French  content  was  allowed. 

Employment  Loss 

Companies  were  asked  to  estimate  to  the  best  of  their  ability,  any  employ- 


Digitized  by  VjOOQ  IC 


306 


■tent  lost  in  their  U.S.  facilities  as  a  result  of  lost  export  business  due  to 
an  inability  to  meet  foreign  export  credit  terns  and  conditions  available  to 
their  competitors.  Of  the  total  number  of  respondents,  55  percent  reported 
that  in  the  past  year  they  had  experienced  an  employment  loss  for  the  above 
reason.  Of  those  companies  reporting  such  losses,  nearly  all  were  able  to 
quantify  the  employment  effect.  In  the  aggregate,  21,694  jobs  were  estimated 
to  be  lost  by  these  companies.  This  aggregate  figure  is  a  highly  conservative 
finding  since  many  companies  cited  the  difficulty  of  extrapolating  an  employ- 
ment impact  from  an  estimated  lost  export  sales  figure.  Using  a  Bureau  of 
Labor  Statistics  (BLS)  estimate  of  35,000  jobs  related  to  each  billion  dollars 
worth  of  exports  in  1975,  the  total  NAM  survey  employment  loss  would  have 
been  112,000  jobs  given  $3.2  billion  in  reported  lost  export  sales.  Using  a 
less  conservative  Treasury  Department  estimate  of  58,500  jobs  per  billion  worth 
of  exports  the  NAM  survey  employment  loss  would  amount  to  more  than  187,000  jobs. 
A  large  high-technology  manufacturer  wrote  as  follows: 

The  net  employment  gain  at  our  plants  and  those  of  our 
suppliers  (most  of  which  are  small  businesses)  would 
have  amounted  to  at  least  560  man-years  of  work  (400 
ours,  160  others)  had  we  not  lost  $16  million  in  export 
sales  due  to  inadequate  financing. 

If  you  extrapolate  the  total  effect  on  domestic  em- 
ployment of  such  lost  export  sales,  it  amounts  to 
280,000  man  years  annually.   (This  is  based  on  a  rate  of 
35,000  jobs  per  billion  in  lost  exports  which,  in  its  1976 
semi-annual  competitiveness  report,  Eximbank  estimated 
to  be  $8  billion  a  year  for  the  nation  as  a  whole.) 

Contingent  Export  Effort 

In  an  attempt  to  follow  up  an  earlier  question  with  an  assessment  of  a 
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hypothetical  export  performance,  companies  were  asked  if  they  would  under- 
take an  increased  export  effort  if  they  were  assured  of  export  credit  fa- 
cilities conparable  to  those  of  their  aajor  competitors.  More  than  78  per- 
cent of  the  survey  respondents  answered  affirmatively   Most  reported  that 
while  a  company's  export  potential  is  a  highly  judgmental  determination,  it 
would  nevertheless  be  fair  to  assume  that  exports  of  certain  product  lines 
would  be  greatly  assisted  by  more  competitive  export  credit  facilities. 

A  typical  reference  of  a  major  capital  goods  exporter  is  the  following: 

Although  we  have  an  extensive  international  sales  network, 
we  would  undoubtedly  bid  more  projects  and  invest  in  broadened 
non-project  sales  efforts  if  competitive  or  better  assured 
financing  were  available.  In  particular,  we  would  seek  out 
those  large  projects  which  Exim  financing  constraints  now 
make  very  marginal  at  best.  And,  we  would  give  more  atten- 
tion to  opportunities  in  the  $500,000  to  $5,000,000  (range) 
which  Exim  does  not  presently  consider  [under  its  direct 
lending  program]  as  well  as  to  short-term  lines  of  direct 
credit  which  the  Bank  does  not  offer. 

Foreign  Export  Sourcing 

Respondents  clearly  preferred  to  export  from  the  U.S.  if  possible.  However, 
exactly  50  percent  of  the  companies  responding  indicated  that  because  of  inade- 
quate financing  they  had  been  forced  to  supply  goods  from- a  foreign  subsidiary 
in  the  past  year.  The  major  factors  which  caused  these  companies  to  source  these 
exports  overseas  can  be  summarized  into  six  points: 

a)  Eastern  bloc  Exim  financing  is  unavailable  for  long 
periods  of  time. 

b)  Exim  financing  for  some  countries  is  unpredictable  or 
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not  available  at  all,  e.g.  Turkey,  South  Africa,  Algeria, 
Chile,  Korea  and  Egypt. 

c)  Often  the  foreign  interest  rate  is  fixed  and/or  lower 
than  the  estimated  blended  Exim/ commercial  bank  rate. 

d)  Nearly  always,  Eximbank's  requirements  for  a  commitment 
are  more  stringent  than  their  competitors'  as  to  infor- 
mation required. 

e)  Often,  foreign  competitors  are  able  to  cut  short  commitment 
time  delays  by  using  buyer  credit  lines,  or  "baskets,"  to 
support  specific  sales. 

f)  Repayment  terms  for  medium-sized  transactions  ($500,000  to 
$5  million)  are  frequently  of  longer  duration  when  shipping 
from  a  foreign  source. 

The  growing  tendency  for  U.S.  capital  goods  exporters  to  utilize  this 
procedure  to  supply  and  finance  from  a  foreign  source  as  a  "last  resort 
mechanism"  to  win  a  sale,  perhaps  better  than  any  other  factor,  indicates 
the  degree  to  which  the  Eximbank  fails  to  bridge  the  gap  between  the  needs 
of  U.S.  capital  goods  exporters  and  the  capabilities  of  the  U.S.  commercial 
banking  system. 

Evidence  of  how  such  decisions  eventuate  was  provided  by  a  paper  ma- 
chinery manufacturer  who  described  several  sales  which  had  to  be  sourced 
abroad  due  to  a  lack  of  Exim  support.  Regarding  the  sale  of  a  $38  million 
newsprint  mill  to  Argentina  the  company  wrote: 

In  1975  we  applied  for  a  preliminary  commitment  from 
Eximbank  to  accompany  our  proposal  to  this  customer. 
At  that  time  we  were  advised  by  Eximbank. . .that  in  view 
of  the  present  conditions  in  Argentina,  they  could  not 
provide  financing  assistance.  As  a  consequence  of  this 
refusal  we  have  directed  this  inquiry  to  our  British 
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subsidiary  who  has  now  received  preliminary  approval 
from  ECGD  to  participate  in  the  financing  of  this 
project. 
Regarding  a  $12  million  sale  to  Chile,  the  company  wrote: 

For  the  past  three  years,  this  company  has  requested  numerous 
quotations  for  paper  machinery  from  us  with  extended  financing 
arrangements.  Repeated  requests  for  assistance  from  Eximbank 
in  the  form  of  (a)  project  loan  has  been  unsuccessful.  Again, 
we  have  been  obliged  to  divert  this  possible  sale  to  our 
(Canadian)  foreign  affiliate  who  now  feels  that  EDC  (Export 
Development  Corp.)  will  be  inclined  to  propose  a  financing 
arrangement  in  order  to  secure  this  business  for  Canadian 
industry.  Our  Brazilian  competition  has  actively  solicited 
this  business  with  concessionary  financing..." 

Administration 

Regarding  the  administration  of  Exim  programs,  companies  were  asked  if 
the  procedures  involved  in  Exim  services  in  any  waty  restricted  their  ability 
to  fully  utilize  Exim/FCIA  programs.  In  response,  there  were  no  evaluations 
of  "outstanding,"  only  15  percent  of  the  respondents  termed  Exim  administra- 
tion as  "good,"  48  percent  characterized  it  as  "adequate"  and  37  percent 
thought  it  to  be  "unsatisfactory." 

Nearly  all  commented  at  some  point  on  the  extensive  delays  incurred  in 
obtaining  preliminary  commitments  from  the  Bank.  Part  of  this  delay,  which 
some  companies  noted  often  precluded  a  timely  bid,  is  caused  by  requirements 
for  supporting  technical,  financial  and  commercial  information.  The  experi- 
ence of  a  large  chemical  company  was  as  follows: 
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...the  burdensome  requirements  for  information  for 
review  may  make  a  project  not  worth  the  effort.  For 
example,  the  presentation  of  facts  available  to  us 
including  feasibility  studies  by  our  own  engineers, 
should  be  the  basis  of  determination  by  Eximbank  of 
whether  the  project  is  attractive  enough  for  the  com- 
pany to  go  further,  without  submission  of  outside 
feasibility  studies  and  other  costly  demands  made  by 
Eximbank  at  the  original  presentation. 

Other  issues  raised  in  the  question  of  Exim  administration  are  noted 
below. 

-  PCs  (preliminary  commitments)  are  only  valid  for  a 
very  short  period  of  time 

-  Companies  need  to  develop  firm  private  financing 
before  seeking  reasonable  intent  of  Exim  involvement 

-  PC  delays  require  bids  to  be  submitted  on  a  "subject 
to  EXIM/FCIA  approval"  basis  thus  putting  U.S.  com- 
panies at  an  acute  disadvantage. 

-  Insurance  programs  of  FCIA  were  characterized  as  involving 
delays  and  additional  problems  as  a  result  of  a  separation 
of  authority  between  New  York  and  Washington. 

Fully  60  percent  of  all  respondents  commented  on  the  delays  incurred  in 
seeking  a  commitment  from  Exim  and  nearly  all  spoke  of  the  difficulty  of  nego- 
tiating a  contract  without  firm  Exim  support  when  the  competition  can  produce 
government  supported  financing  on  short  notice. 
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MULTILATERAL  ASPECTS 

Compet it  i venes  s 

The  question  of  coup etitiven ess  is  one  that  is  central  to  the  NAM  sur- 
vey. According  to  the  Export- Import  Bank  Act  of  1945,  the  Bank  is  required 
to  "provide  guarantees,  insurance  and  extensions  of  credit  at  rates  and  on 
terns  and  other  conditions  which  are  competitive  with  the  Government  supported 
rates  and  terms  and  other  conditions  available  for  the  financing  of  exports 
from  the  principal  countries  whose  exporters  compete  with  United  States  ex- 
porters." Eximbank's  statutory  mandate  to  offer  "competitive"  terms  is  compli- 
cated by  the  policy  and  tradition  of  the  Bank  to  be  self-sustaining  and  to 
make  a  profit.  The  end  result  of  these  conflicting  mandates  has  been  a  credit 
facility  whose  priorities  vacillate  between  providing  U.S.  exporters  with 
competitive  credit  terms  and  other  fiscal  policy  or  budgetary  objectives,  in- 
cluding paying  an  adequate  dividend  to  the  U.S.  Treasury.  Concerns  over  the 
Bank's  financial  condition  in  the  past  two  years  have  accentuated  the  Bank's 
role  as  a  "lender  of  last  resort,"  and  thus  the  problem  of  how  adequately  the 
Bank  is  able  to  compete  forcefully  with  foreign  credit  agencies  is  again  of 
prime  importance. 

In  the  questionnaire,  companies  were  asked  how  well  Eximbank  was  able 
to  meet  the  government-supported  financing  available  to  foreign  exporters. 
Further,  they  were  asked  to  comment  on  instances  in  which  Exim  departed  from 
its  standard  lending  policies  so  as  to  meet  the  specific  terms  of  a  competi- 
tor. No  respondent  reported  Eximbank's  performance  to  be  "outstanding." 
Only  5  percent  of  the  respondents  could  describe  Eximbank's  programs  as  "good" 
and  48  percent  termed  them  only  adequately  competitive.  The  remainder,  i.e. 
almost  one  half  of  the  survey  group,  characterized  Exim  as  "unsatisfactory" 
when  tested  against  the  competitive  performance  of  foreign  credit  institutions. 
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One  company  reported,  "The  Major  thrust  of  our  experience  is 
that  the  Bank  is  insufficiently  competitive  for  reasons  of  (1) 
slow  response*  (2)  the  United  nature  of  its  commitment  to  sup- 
port any  national  export  policy,  (3)  its  lack  of  programs  com- 
parable to  those  of  counterpart  institutions,  and  (4)  its  gener- 
ally higher  interest  rates  and  charges." 

Another  company  concurred  by  saying  "Eximbank  is  still  not  com- 
petitive with  France  and  Japan  on  interest  rates.  Often  on  terms 
it  reacts  too  late.  U.S.  exporters  are  not  able  to  get  clearance 
on  bid  dates  much  of  the  time." 

Quite  clearly,  a  company's  assessment  of  Eximbank' s  competitiveness  rests 
most  directly  upon  that  company's  attempts  to  market  its  product  abroad  with 
Exim  support.  At  an  earlier  point  in  the  questionnaire,  companies  were  given 
the  opportunity  to  document  such  export  efforts  which,  in  their  minds,  re- 
flected the  Bank's  relative  competitiveness.  At  this  point  in  the  questionnaire 
however,  companies  were  only  asked  to  give  a  general  rating  to  the  Bank  on  this 
issue.  Interestingly,  of  those  who  provided  additional  comments  most  referred 
not,  as  expected,  to  credit  terms,  but  rather  to  a  lack  of  commitment  of  the 
Bank  to  an  aggressive  export  policy.  This  lack  of  commitment  was  often  defined 
in  terms  such  as  "unresponsive"  "rigid"  and  "patronizing."  In  short,  the  sur- 
vey group  seemed  to  feel  that  it  is  imperative  for  the  U.S.  Export-Import  Bank 
to  have  a  more  firm  and  clearer  recognition  of  its  role  and  responsibilities. 

Concessional  Financing 

The  issue  of  mixed  credits  is  one  which  is  integrally  involved  in  the 
larger  question  of  competing  financing  systems.  In  the  U.S.,  aid  type  funds 
are  clearly  designated  as  such  and  do  not  become  available  for  commercial 
transactions.  However,  for  many  of  our  major  competitors  the  practice  of 
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nixing  aid  type  monies  with  commercial  funds  is  a  frequently  used  method  of 
implementing  economic  and  social  goals  at  home  and  abroad.  Such  practices 
clearly  enhance  the  competitiveness  of  certain  export  industries  and  provide 
the  country  with  a  foothold  in  developing  country  markets. 

Specifically,  companies  were  asked  if  to  their  knowledge,  they  had  lost 
an  export  sale  to  a  developing  country  as  a  result  of  concessionary  financing 
offered  by  a  foreign  export  credit  facility.  Fifty-seven  percent  of  the 
respondents  indicated  that  they  were  aware  of  specific  instances  in  which 
such  financing  had  been  made  available  to  their  competitors.  Fifty  percent 
of  these  companies  were  able  to  relate  specific  cases  and  terms  of  such 
financing. 

A  large  electrical  goods  manufacturer  replied  that  in  the 
case  of  a  $120  million  power  facility  in  Tunisia,  both  French 
and  German  financing  amounted  to  concessional  loans.  In  the 
case  of  Germany,  100  percent  of  German  goods  and  services  were 
covered  by  26  semi-annuals  at  a  fixed  rate  of  6  1/2  percent. 
Interest  during  the  construction  was  to  be  paid  in  one  single 
payment  after  commercial  operation  of  the  facility.  French 
financing  consisted  of  two  loans,  the  first  covering  20 
percent  of  French  goods  and  services  with  eight  years  grace 
and  25  years  repayment  at  3  percent  p. a.  fixed  and  the 
second  covered  80  percent  French  goods  and  services  in  20  semi- 
annuals  commencing  after  commercial  operation  at  7  1/2  percent 
p. a.  fixed. 

Terms  available  to  the  U.S.  firm  from  Exim  were  as  follows 
for  100  percent  U.S.  goods  and  services:  45  percent  direct 
Exim  credit  at  9  percent  p. a.  fixed,  20  percent  PEFCO  participa- 
tion at  9  percent  p. a.  fixed  and  20  percent  commercial  bank 
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participation.  Exim's  term  was  4  years  grace  with  20  semi- 
annual s. 

The  Exim  and  commercial  bank  participation  figures  do  not  reflect  addi- 
tional costs  such  as  commitment,  guarantee,  management  and  agent  fees.  Such 
fees  were  not  required  by  either  the  Germans  or  the  French. 
The  German  firm  was  awarded  the  contract. 

A  major  manufacturer  of  electronic  hardware  expressed  the  situation  as 
"...a  classical  problem  of  dealing  in  a  less  than  pure 
environment  with  the  counterparts  of  Eximbank  in  other 
developed  countries,  especially  France.  We  have  found 
that  in  a  number  of  sizable  programs  we  have  been  left 
at  the  financial  "starting  gate"  by  the  competition 
being  able  to  offer  "mix"  financing  to >our  customers 
which  melds  straight  export  financing  with  public  inter- 
est dollars,  the  latter  at  substantially  lower  interest 
rates  and  extended  payment  terms.  For  the  most  part, 
the  latter  packaging  of  the  financing  has  eliminated 
any  requirement  for  the  purchaser  to  come  up  with  a 
down  payment,  and  in  a  number  of  situations  avoids  the 
uncertainties  of  variable  rate  financing  which  almost 
universally  accompanies  the  commercial  bank  participa- 
tion in  Exim  packages. 
international  Export  Credit  Negotiations 

In  September  1974,  a  preliminary  "Gentlemen's  Agreement"  was  signed  by 
the  major  industrialized  trading  nations  to  establish  a  floor  for  officially 
supported  export  credit  interest  rates.  This  endeavor  was  one  in  a  series 
of  attempts  over  the  years  to  set  up  international  guidelines  governing  the 
various  aspects  of  official  export  credit  support  programs.  Previous  efforts 
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have  been  undertaken  by  the  Berne  Union  and  the  OECD  to  establish  various 
agreements  and  "stand  stills"  binding  the  participants#to  limit,  in  various 
ways,  their  official  export  credit  support.  Historically,  all  previous 
agreements  guiding  export  credit  practices  have  proved  to  be  of  only  mar- 
ginal value  -  and  generally  bound  U.S.  official  policy  while  being  circum- 
vented in  one  way  or  another  by  other  governments  when  it  suited  their 
interests  to  do  so. 

Because  of  the  difficulty  in  reaching  international  agreement  to  broaden 
the  scope  of  the  1974  "Gentlemen's  Agreement,"  several  unilateral  declarations 
were  adhered  to  by  the  U.S.  -  on  a  one-year  trial  basis  -  and  by  six  other 
industrialized  countries  in  June  of  1976:  Germany,  Japan,  France,  U.K.,  Canada 
and  Italy.  The  general  terms  of  this  Consensus  are  as  follows: 

-  cash  payment  will  be  a  minimum  of  15  percent  of  the  export 
contract  value 

-  interest  rates  will  not  be  less  than: 

eight  percent  for  credits  over  five  years  to  highly 
developed  countries 

7  3/4  percent  for  credits  over  five  years  to  inter- 
mediate countries 

7  1/2  percent  for  credits  over  five  years  to  less 
developed  countries 

-  repayment  terms  will  not  be  more  than: 

10  years  to  less  developed  countries 

8  1/2  years  to  all  others 

The  Consensus  agreed  upon  by  the  seven  countries  in  1976  and  extended 
through  December  1977  does  not  in  any  sense  represent  the  final  word 
on  a  firm  international  understanding  on  export  credit.  Yet  the 
very  concept  of  such  an  international  agreement  signifies  the  desire  to  pro- 
mote cooperation  among  industrialized  countries  to  lessen  the  potential  for 
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an  export  credit  war.  Bearing  this  in  mind,  companies  were  asked  if,  since 
the  adoption  of  the  Consensus  in  June  of  1976,  they  had  become  aware  of  a) 
a  noticeable  change  in  Exim's  lending  policy,  or  b)  any  lessening  in  the  flexi- 
bility of  foreign  export  credit  agencies  in  delivering  credit  terms  necessary 
to  win  a  sale.  The  respondents  were  nearly  unanimous  in  their  response  to  this 
question  that  the  Consensus  was  of  little  or  no  value  to  U.S.  exporters.  In  fact, 
only  one  company  was  able  to  report  any  noticeable  easing  in  Exim  lending 
policies.  Many  companies  commented  on  perceived  changes  in  both  the  policies 
of  Eximbank  and  those  of  competing  facilities;  but  in  summary,  such  observations 
related  to  either  enhanced  flexibility  of  the  competition  or  further  restrictive- 
ness  in  Exim  policies. 

As  a  follow-up  question,  companies  were  asked  if  international  harmoniza- 
tion of  various  export  credit  programs  and  systems  is  an  appropriate  national 
policy  objective  in  view  of  differing  national  banking  and  export  financing 
systems.  Sixty- four  percent  of  the  respondents  indicated  that  they  considered 
harmonization  to  be  a  viable  national  policy  objective.  However,  nearly  every 
positive  response  was  qualified  to  the  extent  that  harmonization  was  deemed 
appropriate  only  when  (a)  adequate  controls  are  included  to  assure  adherence 
by  all  participants,  and  (b)  harmonization  is  broadened  to  include  all  major 
aspects  of  national  export  credit  systems. 

Finally,  in  light  of  continuing  efforts  by  the  U.S.  Government  to  carry 
on  international  negotiations  on  export  credit  terms,  companies  were  asked 
what  they  regard  as  the  essential  ingredients  of  such  an  agreement.  The  most 
repeated  recommendation  for  future  negotiations  was  the  inclusion  of  some 
mechanism  to  assure  compliance  by  all  participants.  Almost  30  percent  of  the 
respondents  mentioned  this  feature  of  a  new  international  agreement.  One 
company  wrote: 
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The  single  most  important  ingredient  is  an  adequate 
monitoring  system  to  assure  all  participants  are  following 
the  guidelines.  This  should  be  done  through  an  interchange 
of  information  among  agencies  and  subject  to  independent 
audit . 
In  order  of  frequency  were  the  following  recommendations: 

-  inclusion  of  "mixed"  credits  as  a  negotiation  issue 

-  required  participation  by  all  major  exporting 
countries 

-  elimination  of  inflation  insurance  programs 

-  local  cost  restrictions 

-  foreign  content  restrictions 
Comparative  Evaluation 

In  a  series  of  questions  aimed  at  eliciting  a  comparative  evaluation  of 
the  U.S.  export  credit  system  relative  to  competing  systems,  companies  were 
asked  to  draw  upon  their  general  experience  to  arrive  at  a  ranking.  First, 
companies  were  asked  if  the  U.S.  export  credit  system  serves  its  exporters 
better  than  do  the  export  credit  systems  of  its  major  competitors.  Not  a 
single  company  was  able  to  judge  the  U.S.  export  credit  system  to  be  better 
than  those  of  its  competitors. 

Companies  were  then  asked  if  they  had  not  judged  the  U.S.  export  credit 
system  superior  to  those  of  their  major  competitors  then,  in  fact,  which  na- 
tion's export  credit  system  best  serves  its  exporters.  What  follows  is  the 
ranking  of  national  export  credit  systems  according  to  the  survey  group.  The 
numbers  indicate  the  number  of  companies  which  selected  the  nation's  system 
to  be  superior. 
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Prance 

14 

Japan 

13 

U.K. 

6 

Germany 

3 

Canada 

2 

Spain 

2 

Belgium 

1 

Companies  were  then  asked  to  rank  each  national  export  credit  system  rela- 
tive to  the  services  provided  by  the  U.S.  Export-Import  Bank.  The  findings 
correlated  very  closely  with  the  preceding  evaluation  with  France  and  Japan 
vying  for  the  #1  spot. 


%  of  survey  respondents 
which  judged  systems  to 
be  better  than  US  system 

France 

100 

Japan 

95 

U.K. 

91 

Germany 
Canada 

89 

67 

Italy 

45 

LEGISLATIVE  RESTRICTIONS 

The  Export- Import  Bank  Act  of  1945  as  amended  contains  a  number  of  specific 
requirements  and  restrictions  as  to  the  mandate  and  lending  authority  of  the 
Bank.  In  addition,  there  are  several  exogenous  limitations  on  Exim's  activities 
outside  the  Bank's  statute,  such  as  P.R.  17  shipping  requirements  (cargo  preference 
for  U.S.  vessels)  for  officially  financed  exports  and  the  Trade  Act  of  1974. 
Taking  account  of  all  these  restrictions,  companies  were  asked  to  identify  those 
(if  any)  which  in  the  past  had  some  demonstrable  effect  on  their  ability  to  com- 
pete in  world  markets.  Forty-nine  percent  of  the  respondents  indicated  that  such 
restrictions  had  in  fact  had  a  competitive  impact  on  their  ability  to  do  business 
abroad. 

The  most  frequently  mentioned  legislative  obstacle  to  efficient  export 
credit  financing  was  the  restriction  (i.e.  ceilings)  on  credits  to  Eastern-bloc 
countries.  Twenty-nine  percent  of  the  companies  referred  to  this  particular 


Digitized  by  VjOOQ IC 


319 


restriction  as  causing  hardship.  One  company  wrote  that: 

Various  ceilings  on  loans  to  Communist  countries 

including  the  Soviet  Union  penalize  manufacturers 

as  compared  with  other  foreign  competition  with 

the  result  that  many  times  U.S.  companies  are  not 

even  sent  copies  of  the  tenders  and  a  larger  foot- 
hold is  being  developed  by  our  overseas  competition. 
The  next  most  frequently  mentioned  restriction  was  that  relating  to  require- 
ments that  officially  financed  U.S.  exports  be  shipped  on  U.S.  bottoms.  Many 
companies  pointed  out  that  this  is  more  often  a  hinderance  than  an  obstacle  since 
waivers  can  be  obtained  if,  for  example,  this  is  the  only  factor  causing  the  loss 
of  an  order.  Twenty-six  percent  of  the  respondents  referred  to  this  restriction. 
The  third  most  acute  problem  is  the  Congressional  review  period  required  for 
any  proposed  Exim  credit  or  guarantee  of  $60  million  or  more,  and  any  nuclear  re- 
lated technology,  fuel,  material,  or  goods  and  services.  Nineteen  percent  of  the 
survey  group  specifically  referred  to  this  requirement  as  being  highly  undesir- 
able. 

One  company  wrote: 

Congressional  review  limits  (the)  approach  by  most 

customers  in  contacting  U.S.  contractors  and 

manufacturers. . .First,  the  possibility,  even  if 

remote,  of  rejection  or  having  "exposure  of  its 

plans"  is  a  significant  det errant  to  any  project 

borrower  which  is  not  already  approved  by  other 

major  foreign  lenders /insurers. 
A  large  electrical  machinery  manufacturer  wrote  on  the  same  subject: 
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The  requirements  can  be  a  hinderance  to  consummation 
of  a  final  contract  when  other  commercial  conditions 
have  been  resolved.  Such  procedures  emphasize  to 
other  countries  the  uncertainty  and  possible  unreli- 
ability of  dealing  with  U.S.A.  sources  of  supply  be- 
cause politically  oriented  interest  groups  can  block 
or  delay  approval  thru  Congress. 
Other  issues  raised  in  conjunction  with  this  subject  were  restrictions  on 
non-U. S.  content  financing,  current  human  rights  provisions,  other  geographi- 
cal limitations,  and  financing  restrictions  on  military  sales. 

Regarding  the  limitation  on  non-U. S.  content,  one  machinery  manufacturer 
wrote: 

The  elimination  of  non-U. S.  sourced  items  entirely  from 
Eximbank  financing  causes  problems  in  resolving  financing 
differences,  for  in  certain  areas  it  takes  5  to  10  percent 
foreign  content  to  make  our  total  presentation  more  price 
competitive.  Foreign  financing  is  not  usually  available 
to  handle  these  small  items  which  must  be  included  in  the 
entire  package  and  often  must  be  brought  to  the  U.S.  for 
assembly  in  the  package.  Most  foreign  countries  allow 
flexibility  of  up  to  10  to  15  percent  in  non-local  content. 
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AUTHORIZATIONS 

Total  Eximbank  Authorizations  and  U.S.  Exports 

Total  Exim  Authorization  Total  U.S.  Exports 

(millions)     %  change  (millions)     %  change 


1976 
1975 
1974 
1973 
1972 


8620 

♦  4% 

8300 

-  9% 

9100 

♦  7% 

8500 

♦  18% 

7200 

115,000 

♦  7% 

107,000 

♦  9% 

98,000 

♦38% 

71,000 

+44% 

Net  change  '72-' 76    *  +19.7%       Net  change  •72-,76  =  +135% 

Respondents  Role  in  Eximbank  Financing 

Total  Exim  Participation  Total  Exports 

(millions)     %  change  (millions)     %  change 


1976 

1751.7 

♦  5% 

1975 

1668.6 

-15.5% 

1974 

1976.8 

♦  4% 

1973 

1898.0 

1972 

NA 

13502 

♦21% 

11189 

+37% 

8162 

♦53% 

5339 

+10% 

4853 

Net  change  '73-»76    =  -  8%  Net  change  »72-'76  =  +178% 

The  above  figures  indicate  that  Eximbank' s  authorization  growth  within 
the  survey  group  did  not  keep  pace  with  the  export  performance  of  the  group. 
In  fact,  authorizations  to  the  NAM  members  surveyed  actually  diminished  over 
the  survey  period  while  exports  within  the  test  group  increased  178  percent. 
In  comparison,  total  Eximbank  authorizations  between  1972  and  1976  showed 
minimal  growth  in  constant  dollars  and  almost  no  growth  in  real  value.  In 
terms  of  1970  dollars  for  example,  the  1976  budget  authority  of  $8.6  billion 
equals  $4.7  billion  ($3.4  billion  authorized  in  1970),  and  1976  direct  loan 
authorizations  of  $2.1  billion  amount  to  $1.1  billion  ($2.2  billion  in  direct 
loans  authorized  in  1970).  This  stagnant  growth  period  coincided  with  a  period 
of  enormous  export  growth,  178  percent  in  the  survey  group  and  135  percent  in 
the  nation  as  a  whole.   It  might  be  noted  in  addition  that  not  only  did  this 
authorization  retraction  occur  during  a  five  year  period  of  tremendous  export 
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growth,  but  it  was  also  coterminous  with  a  period  of  improved  income  for  the 
Bank.  Thus,  the  data  presents  the  anomaly  of  Exim  funds  drying  up  at  the 
moment  of  export  expansion  —  a  counter-cyclical  tendency  which,  in  the  opin- 
ion of  the  survey  respondents,  had  the  effect  of  placing  a  lid  on  U.S.  export 
potential. 

Additionally,  the  survey  sought  to  find  evidence  of  Exim's  stated  shift 
from  direct  lending  programs  toward  a  more  pronounced  guarantee  and  insurance 
role.  According  to  Exim's  own  statistics,  between  1974  and  1976  authoriza- 
tions for  direct  lending  were  cut  back  44  percent  while  total  authorizations 
were  reduced  by  only  5.4  percent.  The  survey  data,  however,  did  not  indicate 
such  a  pronounced  reduction,  with  direct  loan  authorizations  to  survey 
respondents  only  falling  18  percent  between  1974  and  1976. 
Authorization  Levels  and  Exports 

Companies  were  asked  if,  in  their  judgment,  the  Bank's  loan  authority  had 
kept  pace  with  the  changing  needs  of  U.S.  exporters.  The  authorization  export 
data  on  page  25  has  already  indicated  that  authorizations  for  the  survey 
group  were  further  out  of  proportion  vis  a  vis  their  export  growth  than  were 
the  nation's  as  a  whole  (-8%  and  +178%  vs.  ♦19.7%  and  +135%.)  Thus,  the  sur- 
vey response  to  the  above  question  is,  not  surprisingly,  quite  negative. 
Only  one  firm  characterized  Exim  authorizations  as  "good,"  14  companies  char- 
acterized them  as  "unsatisfactory." 

One  company  wrote,  "Between  what  appears  to  have  been 
a  considered  policy  of  combining  a  gradual  tightening 
of  lending  criteria  with  a  gradual  reduction  of  Bank  cover- 
age as  a  percentage  of  total  lending,  together  with  the 
erosion  in  value  of  the  U.S.  dollar  through  inflation  and 
devaluation,  the  static  nature  of  the  Bank's  lending 
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authority  has  not  kept  pace  with  the  growth  of  U.S. 
exports." 
A  manufacturer  of  resource  extraction  equipment  wrote: 

According  to  our  experience,  since  mid- 1974  the  credit 
support  given  to  U.S.  exporters  has  declined  to  the 
point  of  actual  non-availability  in  the  case  of  oil 
industry  projects  in  developed  countries  despite  the 
increase  in  competitiveness  and  available  sources  for 
comparable  materials,  equipment  and  services  from 
European  countries  and  Japan. 
Several  companies  noted  their  added  frustration  at  seeing  the  Bank  close 
its  books  with  funds  still  uncommitted  in  1976.  As  of  June  30,  1976  the  Bank 
had  total  uncommitted  funds  of  $4.3  billion  (17%)  out  of  its  total  statutory 
authority  of  $25  billion.  It  was  pointed  out  that  the  uncommitted  authority 
could  appear  to  some  as  evidence  of  adequate  lending  authority;  while  in  fact, 
it  was  a  sign  of  the  Bank's  restrictive  lending  policy.  The  presence  of  un- 
committed funds  at  year's  end  when  foreign  sales  were  being  lost  for 
lack  of  adequate  financing  was,  to  many  companies,  indicative  of  the  lack  of 
commitment  by  Exim  to  U.S.  exporters'  efforts  to  compete  successfully  for 
foreign  markets  against  increasingly  effective  competition  from  other  countries. 

GENERAL  COMMENTS  AND  RECOMMENDATIONS 
In  conclusion,  companies  were  asked  to  summarize  their  views  on  the  U.S. 
export  credit  system  and  Eximbank  in  particular.  In  the  clear  majority  were 
those  companies  who  chose  to  take  this  opportunity  to  comment  on  the  lack  of 
competitive  support  forthcoming  from  Eximbank.  Most  responses  either  commented 
on  the  glaring  discrepancy  between  terms  available  to  foreign  competitors  and 
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those  available  from  Exim,  or  commented  on  the  apparent  lack  of  any  firm 
export  expansion  policy  on  the  part  of  the  U.S.  Government  or  of  Eximbank. 
Frequently,  companies  referred  to  the  "lender  of  last  resort"  mentality  of 
Eximbank  to  demonstrate  the  rigid  posture  which  has  confronted  U.S.  exporters 
in  search  of  official  export  financing.  Further,  restrictive  Eximbank 
policies  were  also  seen  as  reflecting  a  broader  sentiment  within  the  Govern- 
ment to  understate  the  need  for  official  U.S.  support  for  exports. 

In  short,  the  survey  group  clearly  felt  that  U.S.  exporters,  now  and  in 
the  future,  will  require  support  comparable  to  that  provided  by  the  other 
major  exporting  nations  of  the  world  in  order  to  maintain  -  and  halt  further 
erosion  of  -  their  current  competitive  position.  It  was  pointed  out  repeatedly 
that  major  competitor  countries  are  vigorously  promoting  and  in  some  cases 
subsidizing  their  exports  more  intensely  than  ever.  The  zeal  with  which  these 
nations  have  sought  to  spur  exports  has,  of  course,  much  to  do  with  the  recent 
recession  and  the  five-fold  increase  in  oil  prices,  both  of  which  have  added 
increased  foreign  exchange  burdens.  The  result  has  been  a  sharp  increase  in 
foreign  official  export  credit  support  --  support  which  in  the  opinion  of 
the  survey  respondents  has  yet  to  be  met  with  any  sustained  commitment  by  the 
U.S. 

As  regards  individual  recommendations  by  companies  for  improvements  in 
the  U.S.  export  credit  system,  there  was  certainly  no  shortage  of  ideas. 
Rather  than  summarize  them  in  this  space,  several  are  quoted  below.  No  attempt 
is  made  to  list  the  ideas  on  the  basis  of  concensus  or  priority. 

1.  Lower  direct  lending  limit  to  $1,000,000 

2.  Raise  Cooperative  Financing  Facility  limit  to  $1,000,000 

3.  The  bank  should  withdraw  its  recently  imposed  discount 
fee 

4.  Re-open  the  re-discount  window  which  allows  smaller 
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banks  to  assist  smaller  exporters  with  fixed  rate 
financing  without  such  re-discount  window  support. 

5.  Restrictions  on  military  sales,  while  to  a  degree 
caused  by  Congressional  policies,  are  carried 
further  by  Eximbank.  Sales  for  civil  aviation 
subordinate  to  DOD  or  run  by  military  staffs  should 
not  be  considered  military  sales.  Military  sales 
should  be  defined  as  combat  equipment  or  equipment 
directly  aiding  the  offensive  potential  of  a  country. 

6.  Sales  to  overseas  subsidiaries  should  be  eligible 
for  Exim/FCIA  programs  or  policies  on  the  same  basis 
as  sales  to  non-related  parties. 

7.  Separate  authorization  and  funding  should  be  established 
to  afford  mixed  credits  under  which  Exim  would  be  able 
to  make  higher-risk  loans  and  guarantees  in  support  of 
development  projects  -  inf astructural ,  rather  than 
immediately  self-supporting  -  in  LDCs. 

8.  Congress  should  restate  the  statutory  objectives  of 
the  Bank  so  as  to  clarify  the  national 
priorities  desired  by  Congress  -  a  consequence  which 
should  clarify  for  (the)  Bank's  administrative  officials 
the  extent  and  role  anticipated  for  each  Exim  program. 

9.  Inclusion  of  the  Bank's  operations  in  the  Federal 
unified  budget  is  a  dubious  exercise.  In  reality  the 
Bank's  operations  are  ex-budget;  no  actual  appropriations 
by  Congress  are  involved.  The  effect  of  inclusion  is  to 
render  the  Bank  subject  to  vagrant  political  pressures  that 
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inexorably  are  associated  with  taxation,  expenditures  and 
debt  service  problems  -  even  though  the  Bank's  operations 
impinge  on  none  of  these.  Thus,  the  Bank  should  be  removed 
from  the  budgetary  process,  and  its  oversight  by  Congress 
should  be  treated  ex- budget. 

10.  Establish  an  application  form  for  project  financing,  similar 
to  OPIC,  whereby  the  applicant  can  answer  specific  questions. 
Under  the  current  system  the  requirements  are  set  forth  in 
general  terms  which  allow  the  examiners  or  reviewer  at 
Eximbank  to  request  any  information  he  deems  necessary.  The 
requirements  should  be  established  by  top  management  at 
Eximbank,  and  guided  thereby,  the  applicant  knows  what  is 
required  of  him  and  is  not  confronted  at  a  later  date 

with  requests  he  deems  unlikely  and  unnecessary. 

11.  Restore  Eximbank  to  its  former  role  of  a  government  agency 
that  truly  supports  exports  by  their  making  direct  loans 
and  guaranteed  loans  available  at  competitive  (fixed)  rates 
of  interests,  and  when  required  to  meet  competition,  to 
provide  thier  guarantee  for  loans  to  cover  local  cost  financ- 
ing and/ or  capitalization  of  interest  over  the  construction 
period  or  drawdown  period. 
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APPENDIX 

TABLE  A 

EXPORTS  OF  MANUFACTURED  GOODS* 

($  Billions) 

U.S.          Germany 

Japan 

$12.7           $  5.1 

$  3.6 

29.7             30.7 

18.1 

72.1             79.6 

53.2 

♦Source:  U.S.  Department  of  Commerce 
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TABLE  C 

Growth  of  U.S.  Capital  Goods  Exports 

1970  -  1976 

Millions  of  Dollars 


Sector 

Other  transport  equipment  

Farm  tractors  and  machinery  

Mining  drilling  and  related  processing  equipment  ... 
Trucks,  buses  and  special  vehicles  to  countries 

other  than  Canada  

Materials  handling  equipment  

Trucks ,  buses  and  special  vehicles  to  Canada  

Electrical  machinery  other  than  consumer  type  

Scientific,  medical,  and  professional  equipment  .... 

Excavating  and  paving  machinery  

Other  industrial  machinery  and  components  

Parts  for  aircraft  and  engines 

Power  generating  machinery  other  than  engines 

for  aircraft  and  autos  

Commercial  air-conditioning,  refrigerating  and 

central  heating  equipment  

Hand  tools  and  service  equipment  

Non-farm  tractors,  parts,  and  attachments  

Machine  tools  and  metalworking  machinery  

Other  specialized  industrial  machinery  

Measuring,  testing  and  control  instruments  

Civilian  aircraft,  complete  1,528 

Business  machines  and  computers  

Total  14,931 


1976  as  a 

Exports 

Exports 

Percentage 

1970 

1976 

of  1970 

141 

778 

552 

358 

1,617 

452 

480 

2,027 

422 

318 

1,171 

368 

266 

966 

363 

242 

824 

340 

2,077 

6,677 

321 

283 

909 

321 

899 

2,594 

288 

1,354 

3,648 

269 

1,131 

2,975 

263 

623 

1,597 

256 

320 

774 

242 

414 

974 

235 

584 

1,320 

226 

549 

1,220 

222 

906 

1,985 

219 

754 

1,651 

219 

1,528 

3,211 

210 

1,702 

3,296 

194 

40,334 


Source:  Department  of  Commerce 
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TABLE  E 


EXPORT-RELATED  EMPLOYMENT:  1960  to  1975 


Merchandise  Exports 

(Census  Basis) 

(Billions  of  $1) 


Total  Employment 
Attributable  to 
Merchandise  Exports 
(Millions) 


Jobs/$l  Billion 
of  Merchandise 
Exports 
(Thousands) 


1960 

19.7 

1965 

26.7 

1970 

42.7 

1972 

49.2 

1973 

70.8 

1974 

97.9 

1975 

107.1 

Sources : 

2.28 
2.37 
2.93 
2.85 
3.47 
3.78 
3.74 


115 
89 
69 
58 
49 
39 
35 


Merchandise  Exports:  International  Economic  Report  of  the  President, 
January,  1977,  page  150.   **~"  5  "        ~~ 

Total  Employment,  1960-1973:  Statistical  Abstract  of  the  United 
States,  1975,  Table  1363. 

Jobs/$l  Billion,  1974-1975:  Charles  S.  Friedman,  "Estimate  of  Cost 
Effectiveness  of  the  DISC  Legislation,"  U.S.  Department  of 
Commerce,  February,  1976. 


25-303  O  -  78  -  22 
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January  3,  1977 
EXPORT  CREDIT  SURVEY  QUESTIONNAIRE 


1)  Company  Information 

A.  Name  of  company 

B.  Name  and  title  of  respondent 

C.  Total  company  sales**  


D.  Total  company  sales  -  minus  sales  of  foreign  affiliates*  

E.  Total  exports  from  the  U.S.*  ; 

F.  Please  indicate  major  export  product  lines,  e.g.  earth  moving 
equipment,  machine  tools,  etc. 


2)  Export  Credit  Transactions  -  use  of  Eximbank  facilities  and  other  bank  lending. 
Please  answer  question  A.,  and  to  the  extent  possible  —  depending  on  the  avail- 
able data  --  please  provide  the  information  requested  in  B.* 

A.  Please  estimate  for  the  five  years  listed,  the  dollar  total  of  your  company's 
Eximbank  participation  relative  to  the  dollar  total  of  all  export  transac- 
tions. For  the  purpose  of  this  question,  please  date  export  sales  and 
financing  by  commitment  rather  than  shipment.  Rough  estimates  are  adequate 
if  data  are  lacking. 


*   Please  use  most  recent  annual  figures  available  and,  if  possible, 
include  a  copy  of  your  company's  most  recent  annual  report. 

+   Where  applicable,  please  subtract  public  utility  revenue  from  total 
sales  figure. 
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3)  B.  Authorizations  -  In  your  judgement,  has  the  Bank's  loan  authority  kept 
pace  with  the  changing  needs  of  U.S.  exporters? 
/   /    Outstanding 
/   /    Good 
/   /    Adequate 
/   /    Unsatisfactory 

C.  Administration  -  Do  the  procedures  for  Exim  services  in  any  way  restrict 
your  ability  to  fully  utilize  Exim/FCIA  programs;  for  example,  have  you 
recently  experienced  difficulty  in  making  timely  bids  because  of  delays 
in  Eximbank  commitments? 

/ /    Outstanding 

/   /    Good 
.  /   /    Adequate 
/   /    Unsatisfactory 
Comment : 


General  experience  with  the  Bank. 

/ /    Outstanding 

/   /    Good 

/   /    Adequate 

/   /    Unsatisfactory 
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1976 

A. 
Total  Ex in  Participation 

B. 
Total  Export  Sales 

1975 

1974 

1973 

1972 

• 

2)  B.  Please  estimate  totals  for  the  following  financing  sources  as  a  percentage  of 
total  Exin  participation.  For  each  of  the  three  years,  the  figure  used  for 
total  Exim  participation  should  equal  the  corresponding  estimate  recorded  in 
column  A.  above. 


%      %      % 

1976    1975    1974 


(1)  Amount  of  Exim  direct  loans 

(2)  Amount  of  private  financing 
guaranteed  by  Exim 

(3)  Total  private  financing 

(4)  Amount  of  outside  private 
financing  covered  by  FCIA 


(3)  Based  on  your  utilization  of  Eximbank  services,  how  would  you  rate  the  Bank's 
current  performance  in  the  following  areas? 
A.  Competitiveness  -  How  well  is  the  Bank  able  to  meet  the  government  supported 

financing  available  to  foreign  exporters? 

Please  make  particular  note  of  Exim's  flexibility  in  meeting  competition  in 

special  instances. 

/   /   Outstanding 

/  J      Good 

/   /   Adequate 

/ f      Unsatisfactory 
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4)  Please  document  recent  instances  in  which  your  company  has  lost  export  sales 

as  a  result  of  inadequate  U.S.  export  credit  financing  facilities.  If  possible, 
please  indicate  which  aspects  of  the  financing  package,  e.g.  term,  interest 
rate,  down  payment,  local  currency  financing,  etc.  resulted  in  the  lost  sale. 
For  each  instance  described,  please  indicate,  where  possible,  the  specific 
terms  of  the  financing  available  to  the  foreign  competitor. 
(Please  use  separate  sheet) . 

5)  In  your  opinion,  would  your  company  undertake  an  increased  export  effort  if 
you  were  assured  of  export  credit  facilities  comparable  to  those  of  your  major 
competitors?         yes  /   /  no  /   / 

Comment : 


6)  To  your  knowledge,  has  your  company  lost  an  export  sale  to  a  developing  country 
as  a  result  of  concessionary  financing  offered  by  a  foreign  export  export  credit 
facility?  Has  your  company  found  this  ability  of  foreign  credit  agencies  to 
offer  mixed  credits  to  be  an  acute  problem  in  obtaining  competitive  financing 
for  your  exports?  Please  document  instances  in  which  this  has  occurred;  also 
please  give  instances  where  concessionary  financing  terms  have  been  extended  to 
industrial  countries  by  competing  foreign  credit  agencies. 

(Please  use  separate  sheet) . 

7)  Has  your  company  chosen  to  supply  goods  from  plants  located  overseas  rather  than 
from  the  U.S.  due  to  availability  of  better  export  credit  facilities  in  the 
foreign  country  of  export?  Please  specify  the  differences  in  financing  which 
precluded  exporting  from  the  U.S.  plant.   (Please  use  separate  sheet). 
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8)  Please  estimate,  to  the  best  of  your  ability,  employment  lost  by  your 
company  in  the  U.S.  as  a  result  of  lost  export  business  due  to  an  inability 
to  meet  foreign  export  credit  terms  and  conditions  available  to  your  com- 
petitors. Please  cite  case  examples  if  possible. 

(Please  use  separate  sheet). 

9)  In  June  of  1976,  a  set  of  "guidelines"  relating  to  minimum  interest  rates, 
repayment  terms  and  maturities  was  adhered  to  by  the  Eximbank  on  a  one-year 
trial  basis  (see  attachment).  While  not  supplanting  the  preliminary  "Gentlemen' 
Agreement"  signed. in  1974,  the  guidelines  do  represent  an  attempt  to  promote 
the  cooperation  necessary  to  head  off  a  possible  export  credit  war  among 
industrialized  countries.  Having  operated  under  the  "guidelines"  for  more 

than  six  months,  please  respond  to  each  of  the  following  questions: 
A.  Since  the  adoption  of  the  "guidelines"  in  June,  has  your  company  become 
aware  of  either  (1)  noticeable  changes  in  Exim's  lending  policy,  or 
(2)  any  lessening  in  the  flexibility  of  foreign  export  credit  agencies  in 
delivering  credit  terms  necessary  to  win  a  sale? 


B.  Does  your  company  feel  that  international  "harmonization"  of  various  export 
credit  programs  and  systems  is  an  appropriate  national  policy  objective  in 
view  of  differing  banking  and  export  financing  systems? 
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9)  C.  Assuming  further  efforts  by  the  U.S.  Government  to  initiate  or  cooperate 
in  efforts  to  reduce  the  likelihood  of  an  "export  credit  war"  by  means 
of  a  "Gentlemen's  Agreement,"  what  would  you  see  as  the  essential  in- 
gredients of  such  as  an  agreement?  In  your  opinion,  what  means  would  be 
most  appropriate  to  this  end? 


Other 


10)  Overall  evaluation  of  U.S.  export  credit  system  -  Based  on  your  experience  with 
the  Export- Import  Bank,  please  evaluate  the  performance  the  U.S.  system  relative 
to  the  systems  available  to  foreign  competitors. 

A.  The  U.S.  export  credit  system  serves  its  exporters  better  than  do  the 
export  credit  systems  of  its  major  competitors. 

yes  /   /  no   /   / 

B.  If  no,  then  please  indicate  which  country's  national  export  credit  system 
best  serves  its  exporters. 

C.  Please  complete  the  following  form:  Based  on  your  company's  experience, 

how  do  the  following  national  export  credit  systems  compare  with  the  system 

currently  serving  U.S.  exporters? 

Better  than  U.S.         Worse  than  U.S. 


Canada 

Japan 

U.K. 

Germany 

France 

Italy 
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11)  Currently,  Eximbank  legislation  places  certain  specific  restrictions  on  the 
lending  authority  of  the  Bank.  A  few  of  these  limitations  are  listed  below. 

A.  Congressional  review  required  for  any  proposed  Exim  credit  or  guarantee 
of  $60  million  or  more. 

B.  Shipping  restrictions  (P.R.17)  on  U.S.  officially  financed  exports 

C.  Various  ceilings  (and  sector  sub-ceilings)  on  loans  to  communist  countries 
in  general  and  the  Soviet  Union  in  particular. 

D.  Others 

Could  you  please  comment  on  any  of  the  above  limitations  in  terms  of  their 
effect  on  your  company's  ability  to  compete  in  world  markets. 
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12)  General  Comments  -  Please  comment  on  any  aspect  of  export  financing  or 

Eximbank  operations  which  your  company  feels  needs  to  be  considered  within 
a  forum  such  as  the  NAM  Task  Force  on  export  credit,  and  particularly 
within  the  context  of  Congressional  hearings  on  renewal  of  the  Export- Import 
Bank  Act  of  1945. 


13)  Please  state  any  recommendations  you  would  like  to  have  considered  in  an 

effort  to  improve  the  U.S.  export  credit  system,  including  specific  proposals 
regarding  Exim/FCIA  programs  or  policies. 
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Dollar  Devaluation,  Floating  Exchange  Rates 
and  U.S.  Exports* 


... •*..- 1..  .r.A*£»w&ais 


Lawrence  A.  Fox 
Stanley  Katz 

National  Association  of  Manufacturers 
U.S.  Department  of  Commerce 


The  devaluations  of  the  dollar  in  1971  and 
1973  were  designed  to  restore  U.S.  competi- 
tiveness in  world  trade,  and  competitiveness 
was  to  be  sustained  by  the  introduction  of 
flexible  exchange  rates  and  the  floating  of 
the  dollar.  To  test  the  correctness  of  this 
widely  held  view,  a  study  of  U.S.  global 
export  performance  in  manufactured  goods 
vis-a-vis  Japan  and  Germany  was  un- 
dertaken. The  surprising  conclusions  of  the 
study  are  that  the  U.S.  has  been  losing 
rather  than  gaining  export  competitiveness  - 
mainly  because  U.S.  exports  are  not  very 
price  sensitive  and  foreign  government  in- 
terventionist policies  in  the  financial  and 
trade  areas  are  more  than  offsetting  the  ef- 
fects of  dollar  devaluation. 


THE  1071  and  1973  devaluations  of  the  U.S.  dollar 
and  the  attendant  move  to  a  system  of  flexible 
exchange  rates  improved  the  international  competi- 
tiveness of  U.S.  exports  and  thereby  reduced  the 
need  and  rationale  for  Federal  export  programs. 
That,  at  least,  is  a  commonly  held  view  of  these 
recent  changes  in  the  international  monetary  sys- 
tem. 


See  end  of  text  for  footnotes. 

The  views  and  conclusions  expressed  in  this  article  are  solely  those  of 
the  authors  and  should  not  be  construed  as  a  statement  of  the  views  or 
policies  of  the  National  Association  of  Manufacturers  or  the  U.S.  De- 
partment of  Commerce. 


Dollar  devaluation  was  intended  to  reverse  a  long 
slide  in  the  international  competitiveness  of  U.S. 
exports  —  the  legacy  of  nearly  a  decade  of  an  over- 
valued dollar  that  had  seen  many  U.S.  products 
priced  out  of  foreign  markets.  Devaluation 
achieved,  according  to  these  views,  a  one-time, 
quantum  reduction  in  the  foreign  exchange  cost  of 
the  dollar  and  a  concomitant  reduction  in  the  foreign 
price  of  U.S.  export  products.  Currency  floating 
ensures  that,  henceforth,  currency  exchange  rates 
will  accommodate  to  relative  national  price  and  pro- 
ductivity movements  and  reflect  underlying  trade 
(and  other  current  account)  developments. 

Conclusions  concerning  the  need  for  Federal 
Government  policies  and  programs  to  support  U.S. 
exports  —  Eximbank  financing,  special  tax  treat- 
ment such  as  the  Domestic  International  Sales  Cor- 
poration (DISC)  and  Commerce  Department  pro- 
motional programs  —  are  implicit  in  this  assessment 
of  how  the  current  system  of  flexible  exchange  rates 
is  expected  to  operate.  In  essence,  U.S.  export 
prices  are  adjusted  by  changes  in  relative  currency 
rates,  and  these  adjustments,  in  turn,  yield  bom 
appropriate  (hopefully  optimal)  levels  of  U.S.  im- 
ports and  exports  and  external  payments  equilib- 
rium. In  this  construction,  official  export  support 
would  be  neutralized  by  offsetting  exchange  rate 
movements.  Eximbank,  DISC  and  Commerce  pro- 
grams are,  consistent  with  this  view,  largely  ineffec- 
tual and  a  waste  of  taxpayers'  money.1 

These  views  on  the  relative  automaticity  of  cur- 
rency and  trade  adjustments  under  a  flexible  ex- 
change rate  regime  (and  the  export  policies  to  which 
they  lead)  have  long  been  part  of  the  theoretical 
apparatus  of  international  trade  and  continue  to  rep- 
resent most  current  academic  and  official  thinking  in 
the  trade  and  payments  field.  But  like  all  good 
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theories,  these  too  need  to  be  tested  occasionally  to 
see  if  they  continue  to  fit  the  facts  they  purport  to 
portray.  Sufficient  data  have  by  now  been  gathered 
on  international  trade  and  currency  movements 
since  devaluation  to  permit  such  empirical  testing. 
For  this  purpose,  data  are  presented  in  the  follow- 
ing pages  which  reflect  how  U.S.  exports  have  fared 
since  the  end  of  1970,  the  year  before  dollar  devalua- 
tion and  floating  began.  The  review  of  comparative 
U.S.  export  performance  is  presented  here  in  terms 
of  (1)  aggregate  values;  (2)  rates  of  increase;  and  (3) 
world  market  shares  of  United  States,  West  German 
and  Japanese  exports  of  manufactured  products. 

STRUCTURE  AND  COMPOSITION  OF 
U.S.  EXPORTS 

In  assessing  the  effects  of  devaluation  and  floating 
on  U.S.  exports,  the  particular  structure  and  com- 
position of  U.S.  exports  must  be  taken  into  account. 
A  detailed  review  of  U.S.  trade  is  beyond  the  scope 
of  this  study.  However,  a  few  observations  which 
bear  on  the  question  of  dollar  devaluation  and  float- 
ing are  offered  in  this  section. 

As  indicated  in  Table  1  below,  in  1976,  some  $19.7 
billion,  or  17  percent,  of  U.S.  exports  involved 
products  in  the  food,  feeds  and  beverage  categories 
(including  approximately  $15.5  billion  of  grains  and 
soybeans).  Total  agricultural  product  exports  in  1976 
were  $23.3  billion,  or  about  20  percent  of  U.S.  ex- 
ports. Nearly  $50  billion,  43  percent,  of  the  U.S. 
total  consisted  of  capital  goods,  including  $11.2  bil- 
lion of  automotive  vehicles,  parts  and  engines,  of 
which  $7.6  billion  was  automotive  exports  to 
Canada.  Nearly  one-third  of  U.S.  exports,  $32  bil- 
lion, consisted  of  industrial  supplies  and  materials 
(including  fuels,  chemicals,  minerals,  and  iron  and 
steel  products).  The  balance  represented  exports  of 
consumer  products  and  other  miscellaneous  items. 

Table  1 

U.S.  Exports,  1976 

Composition 

$  Billion     Peretnt 


Foods,  feeds  and  beverages 19.7 

Industrial  Supplies  and  Materials  ...  32.0 

Capital  Goods  (including  automobiles)  49.6 

Consumer  Goods 7.9 

Other  5.8 

Total 115.0 


17.1 
27.8 
43.1 
6.9 
5.0 
100.0 


Source:  U.S.  Department  of  Commerce,  Survey  of  Current 
,  March  1977. 


It  is  generally  agreed  that  of  the  major  U.S.  prod- 
ucts sold  abroad,  agricultural  and  raw  material  ex- 
ports are  less  affected  by  devaluation  and  floating 
rates  than  are  exports  of  manufactured  products. 
U.S.  export  prices  for  foods  and  feeds,  for  example, 
are  generally  determined  by  overall  world  market 
prices.  These,  in  turn,  reflect  the  effects  of  droughts, 
freezes,  gluts,  shortages  and  external  conditions. 

Also  as  regards  U.S.  agricultural  exports,  it  is 
important  to  note  that  the  European  Economic 
Community,  traditionally  a  substantial  importer  of 
U.S.  agricultural  products,  has,  since  1971,  used 
variable  levies,  gate  prices,  export  restrictions  and 
special  "green"  currency  rates  in  order  to  neutralize 
the  trade  effects  of  devaluation-induced,  lower- 
priced  U.S.  agricultural  products  on  Community 
markets.  The  central  element  of  this  effort  has  been 
the  so-called  Common  Agricultural  Policy  (CAP), 
which  is  designed  to  insulate  the  Community's  ag- 
ricultural sector  and  markets  from  external  factors. 
In  sum,  in  assessing  the  aggregate  benefits  of  dollar 
devaluation  and  floating,  it  must  be  recognized  that, 
currently,  exports  of  agricultural  products,  which 
generally  account  for  close  to  20  percent  of  total  U.S. 
exports,  are  not  significantly  influenced  by  exchange 
rate  adjustments. 

Other  structural  considerations  involve  U.S. 
manufactured  product  exports  which  reflect  geo- 
graphic factors.  Given  the  geographic  proximity  and 
economic  complementarity  of  our  two  nations,  one- 
fifth  of  all  U.  S.  exports  go  to  Canada.  A  large  propor- 
tion of  those  exports  moves  between  U.S.  parents 
and  Canadian  subsidiaries,  and  vice  versa. 
Moreover,  U.S. -Canadian  trade  in  the  automotive 
field  is  governed  by  a  Congressionally-approved 
U.S. -Canadian  Automobile  Agreement.  The 
Agreement,  in  effect,  was  designed  to  create  a  com- 
mon North  American  market  for  automobiles,  parts 
and  assemblies,  and  automotive  exports  now  ac- 
count for  nearly  30  percent  —  $7.6  billion  —  of  U.  S . 
sales  to  Canada. 

Given  these  considerations,  it  is  evident  that 
Canadian  imports  of  U.S.  manufactured  products 
are  largely  determined  by  a  variety  of  structural 
factors  among  which  dollar  devaluation  and  floating 
do  not  loom  very  large.* 

Exports  to  the  developing  countries,  particularly 
the  non-oil  producing  countries,  are  not  susceptible 
to  generalization  as  regards  the  consequences  of 
dollar  devaluation  and  floating.  Most  non-oil  de- 
veloping countries  have  either  pegged  their  curren- 
cies to  the  dollar  or  have  devalued  their  currencies 
against  the  dollar.  Growth  of  U.S.  exports  to  the 
non-oil  developing  countries  at  present  is  greatly 
constrained  by  foreign  exchange  shortages  in  these 
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Tabl#2 
U.8.  Exports,  1976 
Geographic  Pattern 


$  BllliM     Partem 


Western  Europe 32.4  28.3 

European  Communities (25.4)  (22.2) 

Eastern  Europe 3.6  3.1 

Canada 26.3  22.9 

Latin  America 16.8  14.7 

Japan 10.2  8.9 

Australia.  New  Zealand.  South  Africa        3.9  3.4 

Other  Asia  and  Africa 21.4  18.7 

Total 114.7  U  100.0 

Source:  U.S.  Department  of  Commerce,  Survey  of  Current 

Business.  March  1977. 
4/   Excludes  military  grant  shipments. 

countries.  Therefore  developing  country  imports 
are  highly  dependent  on  export  credits,  aid  trans- 
fers, and  import  substitution  programs  —  and  corre- 
sponding less  on  price  factors  related  to  the  value  of 
the  dollar.  The  geographic  pattern  of  U.S.  exports  in 
1976  is  summarized  in  Table  2. 

In  view  of  even  these  limited  comments  on  the 
structural  factors  which  impact  on  U.S.  exports,  it  is 
reasonable  to  conclude  that  the  area  of  export  com- 
petition in  which  devaluation  and  floating  assume 
greatest  importance  is  in  manufactured  product 
markets.  These  markets,  in  general,  encompass  a 
broad  range  of  competitive  and  quasi-competitive 
products  and,  presumably,  they  are  governed  to  a 
significant  extent  by  comparative  price  factors,  in- 
cluding exchange  rate  movements.  The  analysis  that 
follows  is  accordingly  concerned  principally  with 
exports  of  manufactured  products. 

Competition  with  U.S.  manufactured  products  in 
foreign  markets  during  the  late  1960s  and  early 
1970s  had  come  notably  from  West  Germany  and 
Japan  and,  by  all  accounts,  the  Deutsche  Mark  (DM) 
and  yen  were  the  most  undervalued  of  all  major 
currencies  during  that  period.  Dollar  devaluation 
and  floating  were  therefore  expected  to  reverse  the 
decline  of  U.S.  export  competitiveness  vis-a-vis 
manufactured  products  exported  by  those  two  coun- 
tries. Between  1970  and  1976,  then,  the  cumulative 
devaluation  of  the  dollar  was  35  percent  against  the 
DM  and  18  percent  against  the  yen.3 

VALUE,  GROWTH  AND  MARKET  SHARES  OF 
U.S.  MANUFACTURED  EXPORTS 

Changes  in  relative  prices  of  the  dollar,  DM  and  yen 
since  1970  tend  to  cloud  any  absolute  comparisons  of 


TaMaS 
Exports  of  U.S.  I 

U.S„  Germany  and  Japan,*  1960-76 
_ 


Ytar 

UnHatf  States 

Fee.  Rap.  ff  Oars* 

■r  J** 

1969 

27.1 

26.2 

15.0 

1970 

29.7 

30.7 

18.1 

1971 

30.8 

35.0 

22.6 

1972 

34.3 

41.5 

27.1 

1973 

45.6 

60.3 

34.8 

1974 

64.6 

78.9 

52.5 

1975 

72.1 

79.6 

53.2 

1976 

78.5 

90.7 

64.6 

•U.S.  FAS  export  values,  Germany  and  Japan,  F.O.B.  export 


Source:  U.S.  Department  of  Commerce, 
me  1977 


export  performance  based  on  current  dollar  values. 
Nevertheless,  it  is  noteworthy  that  total  U.S.  ex- 
ports of  manufactured  products  (in  current  prices) 
exceeded  comparable  West  German  exports  annu- 
ally until  1970.  In  1960,  for  example,  such  U.S. 
exports  were  nearly  tl  billion  higher  than  those  of 
Germany:  $27.1  billion  compared  to  626.2  billion. 
In  1970,  German  manufactured  exports  ($30.7  bil- 
lion) exceeded  those  of  the  United  States  ($29.7 
billion)  for  the  first  time,  and  by  $1  billion.  By  1675, 
after  two  formal  dollar  devaluations  and  several 
smaller  upward  adjustments  of  the  DM  vis-octs  the 
dollar,  the  amount  by  which  German  manufactured 
exports  exceeded  comparable  U.S.  exports  had  risen 
to  $7.5  billion  (U.S.  —  $72.1  billion;  Germany  — 
$79.6  billion).  In  1976,  the  difference  in  Germany's 
favor  rose  further,  to  $12.2  billion,  with  German 
exports  of  $90.7  billion  and  U.S.  exports  of  $78.5 
billion. 

Devaluation  and  floating  against  the  yen  notwith- 
standing, Japanese  exports  of  manufactured  prod- 
ucts showed  even  larger  absolute  gains  against  cor- 
responding U.S.  exports.  In  1970,  Japanese  foreign 
sales  of  manufactured  products  amounted  to  $16.1 
billion  and  were  equal  to  about  60  percent  of  the 
corresponding  U.S.  total  ($29.7  billion).  By  1975, 
the  ratio  of  Japanese  to  U.S.  manufactured  product 
exports  had  risen  to  74  percent  (Japan  —  $53.2 
billion;  U.S.  —$72.1  billion).  In  1976,  Japan  exports 
rose  to  $64.6  billion  and  represented  82  percent  of 
the  comparable  U.S.  total  (Table  3). 

The  respective  rates  of  expansion  of  U.S.,  Ger- 
man and  Japanese  manufactured  exports  account  for 
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these  developments.  Between  1970  and  1976,  U.S. 
manufactured  exports  increased  by  a  factor  of  2.6,  or 
at  a  compound  average  annual  rate  of  17.6  percent 
(much  of  the  increase,  of  course,  reflecting  higher 
prices).  Japanese  manufactured  exports,  however, 
increased  by  a  factor  of  3.6  during  this  period,  for  an 
annual  average  (compound)  growth  rate  of  nearly  24 
percent.  Corresponding  German  exports  increased 
during  the  same  period  by  a  factor  of  3.0,  or  at  an 
average  annual  (compound)  rate  of  19.5  percent. 
The  relative  growth  of  U.S.,  German  and  Japanese 
manufactured  product  exports  since  1970  is  illus- 
trated in  Chart  1.  Growth  in  the  capital  equipment 
exports  component  of  total  manufactured  exports 
shows  a  similar  pattern  of  divergence.  (See  Table  4) 

Comparative  U.S.  export  performance  in  man- 
ufactured products  can  also  be  measured  by  changes 
in  the  U.S.  share  of  world  markets  for  such  products. 
As  indicated  above,  declining  U.S.  competitiveness 
in  foreign  manufactured  product  markets  combined 
with  chronic  balance  of  payments  deficits  became  a 
cause  for  concern  in  the  mid-1960s  and  signaled  the 
growing  overvaluation  of  the  U.S.  dollar  vis-a-vis 
other  major  currencies. 

In  1960,  in  fact,  U.S.  manufacturers  accounted  for 
23  percent  of  all  exports  of  manufactured  products 
(including  exports  to  the  United  States).  By  1970, 
the  U.S.  share  was  down  to  18  percent;  by  1972  to 


just  over  16  percent.  The  U.S.  share  of  manufac- 
tured exports  climbed  back  to  19  percent  in  1975  — 
the  same  percentage  as  in  1969,  but  appears  to  have 
dropped  to  under  19  percent  in  1976.  While  the 
U.S.  share  was  declining,  Germany's  share  of  total 
manufactured  exports  rose  from  18  percent  in  1960, 
to  19  percent  in  1972,  and  to  20  percent  in  1974.  The 
German  market  share  declined  to  just  under  19 
percent  in  1976.  Japan's  corresponding  market 
shares  were  6.5  percent  in  1960, 11  percent  in  1970, 
and  15.5  percent  in  1976.  (See  Chart  2) 

Over-all,  the  above  data  on  comparative  U.S., 
German  and  Japanese  export  performance  in  man- 
ufactured goods  show  a  substantial  gain  by  Japan  and 
a  more  moderate  advance  by  Germany.  Staled 
otherwise,  U.S.  export  competitiveness  diminished 
with  respect  to  Japan  and,  to  a  lesser  extent,  to 
Germany.  The  data  certainly  do  not  portray  die 
rebound  in  U.S.  manufactured  goods  export  per- 
formance that  was  expected  to  result  from  the  1971 
and  1973  devaluations  of  the  U.S.  dollar  and  its 
subsequent  floating  against  die  currencies  of  our 
major  competitors. 

The  obvious  question  is  "Why?",  and  there  are 
several  factors  that  help  to  explain  what  the  above 
data  reveal.  In  brief,  these  factors  indicate  that  the 
amplitude  of  exchange  rate  adjustments  may  have 
been  artificially  narrowed  by  external  forces  and  that 


Table  4 
Growth  of  Selected  Capital  Gooda  Exporta  —  U.S.,  Germany, 


75 


70/75    70 


75 


70/75     70 


70/75 


1.  Agricultural  machinery  and  implements...       72  534  7.42  318  1.067  3.36  628  2.094  3.33 

2.  Machines  for  spedaJ  industries  198  729  3.68  1.005  2.559  2.55  1.138  3.631  3.19 

3.  Equipment  for  distributing  electricity 121  299  2.47  136  409  3.01  89  282  3.17 

4.  Mechanical  handling  equipment 120  471  3.92  391  1 .261  3.22  605  1 .845  3.05 

5.  Bectric  power  machinery  and  switchgear  .     297  816  2.75  803  2.063  2.57  611  1.709  2.80 

6.  Heating  and  cooling  equipment  102  457  4.48  406  988  2.43  494  1.310  2.65 

7.  Pumps  and  centrifuges 112  352  3.14  503  1.558  3.10  5S7  1.506  2.56 

8.  Power  generating  machinery 

other  than  electric 237  874  3.69  708  2.087  2.95  1.395  3,546  2.54 

9.  Metalworidng  machinery 116  452  3.90  842  2.219  2.63  396  920  2.32 

10   Aircraft 33  26  0.79  116  318  2.74  2.658  6.171  2.32 

11.  Ships  and  boats  1.410  '5.999  4.25  305  1.593  5.22  151  326  2.16 

12.  Textile  and  other  machinery 327  784  2.40  868  1.728  1.99  273  486  1.78 

13.  Office  machines 329  778  2.36  625  1.393  2.23  1.547  2.640  1.70 

Total 3.474  12.568  3.62  7.026  19.243  2.74  10.572  26.466  2.50 

Source:  U.S.  —  Department  of  Commerce.  FT  455 

Germany  and  Japan  —  Organization  for  Economic  Cooperation  and  Development,  Statistics  of  Foreign  Trade,  Trade 
Series  B 
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Chart  I 

4.  Exports  of  Manufacturers 

Unitad  States,  Germany,  and  Japan  1970-76 
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a  variety  of  limits  and  offsets  may  have  neutralized 
the  beneficial  export  consequences  of  exchange  rate 
adjustments.  Principal  among  these  explanatory  fee- 
tors  are  the  structural  constraints  (involving,  e.g., 
agricultural  exports  and  trade  with  Canada)  outlined 
above.  These  structural  characteristics  of  U.S.  ex- 
port trade  in  effect  attenuated  and,  for  some  prod- 
ucts, neutralized  the  effects  of  dollar  devaluation  on 
U.S.  exports. 

Another  major  set  of  factors  which  helps  to  explain 
the  disappointing  export  performance  of  U.S.  man- 
ufactured goods  relates  to  financial  considerations 
which  work  to  push  up  the  value  of  the  dollar  in  ways 
that  do  not  affect  other  currencies,  including  the  yen 
and  the  DM.  A  third  set  of  factors  relates  to  real- 
world  conditions  of  competition  in  which  price  (de- 
valuation) considerations  are  reduced  in  relative  im- 
portance. 


These  factors  can  be  summarized  in  terms  of: 

(a)  U.S.  dollar  earnings  that  accrue  from  other, 
non-trade  transactions; 

(b)  the  role  of  the  dollar  as  the  main  currency  of 
international  commerce; 

(c)  foreign  government  intervention  in  currency 
markets  to  support  exports; 

(d)  official  efforts  to  "override"  exchange  rate  sig- 
nals; 

(e)  unrealistic  assumptions  as  to  how  devaluation 
affects  export  prices  in  die  context  of  modern  global 
pricing  and  marketing  practices;  and 

(f)  structural,  institutional  barriers  which  restrict 
competition  and  inhibit  recapture  of  foreign  mar- 
kets. 

These  factors  are  discussed  in  more  detail  below. 

NON-TRADE  DOLLAR  EARNINGS 

Dollar  inflows  associated  with  earnings  on  U.S. 
foreign  investments,  tourism,  insurance,  royalties, 
direct  foreign  investment  in  the  U.S.  and  die  like 
obviously  support  the  dollar.  These  earnings,  in  ef- 
fect, limit  the  downward  movement  of  the  dollar  to 
levels  that  would  otherwise  be  elicited  by  trade 
account  developments.  One  cannot  quarrel  with  the 
view  that  to  the  extent  these  are  "real"  earnings 
which  benefit  both  the  United  States  economy  and 
the  U.  S.  external  payments  position,  they  reduce  (in 
a  balance  of  payments  accounting  sense)  the  need  for 
additional  earnings  from  exports. 

However,  there  are  other  types  of  inflows, 
primarily  of  a  financial  nature,  which  bear  only  indi- 
rectly on  real  U.S.  economic  activity  but  which  im- 
pact fully  on  the  U.S.  dollar  and  external  payments 
position.  Unlike  the  above  types  of  invisible  earn- 
ings, however,  such  financial  transactions  can  intro- 
duce important  distortions  in  the  equilibrium  rate  of 
the  U.  S.  dollar  and  can  produce  consequent  adverse 
effects  on  U.S.  exports. 

Substantial  transfers  of  liquid  balances  to  the 
United  States  may  occur,  for  example,  in  response  to 
differences  in  interest  rates  between  the  United 
States  and  abroad;  or  they  may  reflect  more  directly 
speculative  actions  involving,  e.g.,  die  deliberate 
sale  of  weaker  foreign  currencies.  Financial  transfers 
also  result  from  political  uncertainties  abroad  as  well 
as  from  a  number  of  other  non-economic  reasons. 

The  depth,  variety,  flexibility,  safety  and  anonym- 
ity of  U. S.  money  and  capital  markets  facilitate  and, 
indeed,  strongly  attract  investments  of  growing 
foreign  liquid  balances,  notably  including  surplus 
OPEC  funds.  The  amounts  of  such  investments  and 
their  corollary  impact  on  die  dollar  are  by  no  means 
inconsequential.  The  U.S.  Treasury  reports  $4.7 
billion  of  private  U.S.  stock  purchases  and  $789 
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Chart  2 

Shares  of  World  Exports  of  Manufacturers* 

United  States,  Germany,  and  Japan,  1960, 1960-76 
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million  of  private  U.S.  bond  purchases  by  foreign 
invididuals  and  entities  in  1975.  The  comparable 
figures  for  1976  were  $2.7  billion  and  $1.2  billion.  In 
addition,  foreign  official  investments  in  U.S.  Gov- 
ernment and  commercial  bank  instruments 
amounted  to  $20.2  billion  in  1975  and  to  $42.1  bil- 
lion in  1976. 4 

These  financial  transfers  involve  inflows  of  pet- 
rodollars from  members  of  OPEC  in  amounts  sub- 
stantially larger  than  U.S.  trade  deficits  with  these 
countries.  Assistant  Secretary  of  the  Treasury,  C. 
Fred  Bergsten,  in  an  interview  with  the  Journal  of 
Commerce  (May  11,  1977),  succincdy  states  the  im- 
pact of  such  capital  inflows  both  on  the  dollar  and  the 
U.S.  trade  position:  "The  U.S.,  because  of  its  large 
capital  inflows  from  oil  surplus  nations,  is  put  into  a 
less  competitive  trading  position  with  such  countries 
as  Japan  and  Germany.  The  inflows  tend  to  keep  the 
dollar  at  a  higher  value  in  exchange  markets."5 

THE  DOLLAR  AS  A  TRANSACTION  CURRENCY 

A  related  exogenous  source  of  support  for  the 
dollar  arises  from  the  feet  that  it  remains  the  princi- 
pal currency  of  international  commerce  and  is,  as 
well,  the  key  currency  held  by  central  banks  around 
the  world  for  reserves,  transaction  and  intervention 
purposes.  Although  the  magnitude  of  dollars  held 


1975  1976 
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for  such  private  and  official  transactions  has  not  been 
measured  (and  it  is  the  change  rather  than  the 
amount  outstanding  that  is  most  significant),  the 
upward  pressure  on  the  dollar  arising  from  such 
transaction  demand  is  obviously  a  factor  to  be  reck- 
oned with  in  assessing  the  record  of  recent  U.S. 
export  performance. 

In  sum,  invisible  earnings,  capital  inflows  and 
dollar  balances  used  to  finance  commercial  and  offi- 
cial transactions  all  create  demand  for  dollars  quite 
apart  from  the  demand  generated  to  pay  for  U.S. 
exports.  As  a  consequence,  the  price  of  the  dollar 
seen  from  the  perspective  of  potential  buyers  of  U.S. 
products  is  higher  relative  to  other  currencies  than  it 
would  otherwise  be,  and  the  competitiveness  of 
U.S.  manufactured  products  in  international  mar- 
kets is  correspondingly  reduced.  It  is  certain  that 
these  dollar-supporting,  export-depressing  factors 
are  reflected  in  the  comparative  export  data  set  forth 
above. 

A  point  frequently  heard  in  this  context  is  that,  in 
fact,  it  makes  little  difference  in  aggregate  terms 
how  exchange  rate  and  external  payments  equilibria 
are  achieved  —  whether  through  exports  or  by  capi- 
tal inflows  —  so  long  as  they  are.  From  an  accounting 
standpoint,  this  view  is  unexceptionable.  But  it 
overlooks  the  real  economic  consequences  that  pro- 
ceed from  the  resultant  differences  in  balance-of- 
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payments  structure  and  content.  In  brief,  capital 
inflows  do  not  generate  jobs  —  except  among 
coupon  clippers.  Manufactured  exports  do.*  To  the 
extent,  therefore,  that  U.S.  exports  are  artificially 
depressed  by  inflows  of  foreign  capital  and  a  con- 
sequent externally-induced  appreciation  of  the  dol- 
lar, employment  is  reduced  in  U.S.  manufacturing 
industries. 

OFFICIAL  INTERVENTION 
IN  EXCHANGE  MARKETS 

An  important  role  of  central  banks  today  involves 
currency  management  —  carried  out  essentially  by 
intervention  in  exchange  markets  —  in  pursuit  of 
national  objectives  in  die  trade,  employment  and 
payments  fields.  Such  intervention  can  obviously 
serve  to  hold  down  currency  prices  and  stimulate 
exports  (hence  the  label  "dirty  floating").  In  a  recent 
article  in  The  Economist  entitled  "Five  Years  Since 
Smithsonian,"  then  Professor,  now  Under  Secretary 
of  State,  Richard  Cooper,  pointed  out  that  "It  is  clear 
.  .  .  that  governments  will  and  should  intervene  to 
influence  exchange  rates,  for  after  the  wage  rate  the 
exchange  rate  is  probably  the  most  important  single 
price  in  modern  economies  .  .  .  Governments 
committed  to  economic  management  can  hardly 
leave  it  to  be  determined  wholly  by  market  forces.  "7 

Official  intervention  in  exchange  markets  since 
the  advent  of  flexible  exchange  rates  has,  in  feet, 
been  massive  by  any  measure.  The  International 
Monetrary  Fund  reported  in  its  Survey  of  March  21, 
1977,  that  (according  to  the  Federal  Reserve  Bank  of 
N.Y.)  in  the  six-month  period  ending  January  31, 
1977,  gross  exchange  market  intervention  by  the 
major  central  banks  totaled  $37  billion,  of  which  $16 
billion  was  in  the  quarter  ended  in  October,  1976, 
and  $21  billion  was  in  the  subsequent  three  months. 
The  Fund  report  goes  on  to  point  out  that  from 
March  1973  (the  beginning  of  widespread  floating  of 
exchange  rates)  through  January,  1977,  gross  ex- 
change market  interventions  by  central  banks  is  es- 
timated at  $172  billion. 

Much  of  this  unprecedented  intervention  was,  of 
course,  directed  toward  smoothing  excessive  short- 
term  swings  in  exchange  rates.  It  is  reasonably  clear, 
however,  that  central  bank  intervention  not  in- 
frequently served  the  related  and  often  indistin- 
guishable purpose  of  preventing  the  country's  cur- 
rency from  appreciating  in  value  against  the  U.S. 
dollar.  The  main  result  of  such  actions  is,  of  course, 
to  improve  the  competitiveness  of  that  nation's  ex- 
ports against  those  of  the  United  States. 

By  way  of  illustration,  it  has  been  suggested  that 
Japan's  intervention  in  exchange  markets  was  for  the 
purpose  of  supporting  Japanese  exports.  In  a  recent 


article  entitled  "Japan  Again  Intervenes  to  Check 
Yen* s  Advance  in  Hectic  Trading,**  Andrew  Malcolm 
notes  that  "Foreign  experts  have  asserted  that  such 
(i.e.,  $200  million  in  one  week)  intervention  is  de- 
signed to  maintain  an  artifically  low  yen  value  so  as  to 
help  the  free  world's  second  most  powerful  economy 
increase  its  exports  .  .  .**• 

OFFICIAL  EFFORTS  TO  OVERWOE 
EXCHANGE  RATE  SIGNALS 

In  conjunction  with  exchange  market  interven- 
tion, governments  may  seek  to  "override"  or  neut- 
ralize the  effects  of  exchange  rate  adjustments  by 
policy  and  program  efforts  designed  to  stimulate 
exports  and  minimize  capital  inflows.  While  the 
United  States  has  in  recent  years  curtailed  its  finan- 
cial support  for  exports  through  the  U.S.  Eximbank, 
has  reduced  the  export  tax  benefits  provided  by 
DISC,  and  has  cut  back  on  U.S.  Department  of 
Commerce  direct  export  promotion  activities  (trade 
centers,  trade  shows,  missions,  etc.),  other  govern- 
ments appear  to  have  undertaken  deliberate  efforts 
to  expand  their  exports.  Tnese  efforts,  in  effect, 
serve  to  negate  or  "override"  conventional  exchange 
rate  signals.  To  that  extent,  they  reflect  a  policy  that 
assigns  priority  to  exports  and  minimizes  the  role  of 
capital  inflows  as  the  chosen  route  to  overall  trade 
and  payments  equilibrium.  The  reason  is  apparent 
in  most  instances:  to  create  jobs,  and  thereby  relieve 
current  and  future  unemployment,  and  to  improve 
the  country's  fundamental  balance-of-payments 
structure  to  deal  with  higher  foreign  currency  costs 
of  imported  energy. 

Export  financing  is,  in  particular,  an  important 
tool  of  export  expansion,  and  there  is  evidence  that  it 
is  now  being  used  more  aggressively  by  other  na- 
tions. By  way  of  example,  the  U.S.  Eximbank  is 
effectively  precluded  by  legislation  from  extending 
export  credits  to  most  East-bloc  nations.  Con-  - 
versely,  "French  companies  are  taking  advantage  of 
generous  government  financing  to  land  one  export 
deal  after  another  with  East-bloc  countries,  particu- 
larly the  Soviet  Union  and  Romania .  .  .  France  has 
set  aside  $2  billion  to  encourage  trade  with  the 
Soviet  Union.  The  funds  are  lent  to  Russians  at 
7%%,  well  below  the  11%  level  that  a  conventional 
deal  would  call  for.  The  French  government  bor- 
rows long-term  U.S.  dollars  to  make  up  die  differ- 
ence of  three  to  four  percentage  points.'**  The 
French  approach  to  export  promotion  thus  com- 
bines concessional  financing  for  French  exports  with 
increased  demand  for  U.S.  dollars  to  finance  them! 

Contrary  to  general  perceptions,  Germany  has 
also  substantially  expanded  its  program  of  financial 
support  for  exports.  The  1975  Annua/  Report  by 
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Hermes  (p.  16)  points  out,  in  this  regard,  that  "In 
1975  the  German  export  volume  decreased  for  the 
first  time  since  1950,  the  value  of  exports  declining 
from  DM  230.5  thousand  million  in  1974  to  DM 
221.6  thousand  million.  In  contrast  to  this  down- 
ward tendency,  export  credit  guarantees  were  made 
greater  use  of.  The  total  of  newly  covered  sums 
increased  by  about  6.7  thousand  million  to  DM  26.4 
thousand  million.  This  is  equivalent  to  a  rate  of 
increase  of  34.0%  which,  however,  falls  far  short  of 
the  rate  of  80.5%  achieved  in  1974." 

On  a  related  point,  it  should  be  noted  that  few 
nations  attract  capital  inflows  to  the  extent  that  the 
United  States  does  and,  if  necessary,  their  govern- 
ments can  seek  to  offset  export-generated  pressures 
on  their  currencies  by  limiting  capital  inflows  or  by 
increasing  capital  outflows.  One  can  assume  that  this 
has  been  an  element  of  Japan's  recent  balance  of 
payments  strategy,  given  the  Japanese  system  of 
capital  inflow  controls  and  the  growth  of  Japanese 
assets  in  Latin  America,  the  Far  East  and  the  United 
States. 

Foreign  intervention  of  the  types  outlined  above 
leaves  U.S.  competitors  with  relatively  lower  capital 
imports  and  higher  manufacturing  exports  and 
domestic  employment,  while  the  U.S.  is  left  with 
relatively  lower  exports  and  employment  and  higher 
capital  inflows. 

DEVALUATION  AND  PRICES 

The  case  for  flexible  exchange  rates  as  the 
mechanism  which  assures  an  optimal  level  of  exports 
rests,  in  the  final  analysis,  on  the  classical  assump- 
tion that  changes  in  currency  costs  will  find  their  way 
into  the  final  prices  charged  to  purchasers.  Although 
more  empirical  evidence  as  well  as  analysis  is  re- 
quired in  this  area,  there  is  reason  to  question  the 
validity  of  this  proposition.  International  marketing 
has  become  extremely  complex,  and  the  linkages  of 
production  costs,  exchange  rates  and  price  to  final 
consumer  are  far  from  clear  for  most  products  that 
now  move  in  international  trade.  In  fact,  it  appears 
that  final  prices  of  manufactured  products  are  de- 
termined by  a  wide  variety  of  short  and  long-term 
factors  which,  in  aggregate,  probably  outweigh  the 
effects  of  exchange  rate  changes.  Prices  of  large  capi- 
tal items  such  as  aircraft  —  which  is  where  the  U.S. 
realizes  its  greatest  comparative  advantage  —  are 
negotiated  and  involve  many  variables  including 
credit  terms,  offset  purchases  and  other  noncur- 
rency  factors.  Export  prices  foi  other  lands  of  pro- 
ducer and  consumer  products  are  frequently  of  an 
administered  nature  and  are  set  by  price  leaders 
(marginal  pricing  and /or  dumping)  in  foreign  mar- 
kets. In  such  cases,  final  prices  are  not  adjusted 


because  of  currency  adjustments  and  wholesalers  or 
agents  may  absorb  the  increased  foreign  exchange 
that  accrues  from  dollar  depreciation  rather  than 
either  the  producer  or  the  consumer. 

In  a  broader  context,  modern  international  com- 
merce is  characterized  increasingly  by  marketing 
strategies  and  pricing  policies  which  are  focused  on 
market  penetration  or  marketshare  objectives. 
These  strategies  often  assign  an  incidental  or  passive 
role  to  exchange  rate  fluctuations.  A  recent  survey 
by  the  British  National  Institute  of  Economic  Re- 
search illustrates  this  point.  The  survey  covered 
some  47  manufacturing  firms  in  six  major  categories 
whose  export  pricing  policies  reflect  both  the  nature 
of  their  industries  and  their  overall  marketing 
strategies.  Some  51  percent  of  these  firms  reported 
that  they  charged  higher  export  prices  abroad  than 
domestically,  30  percent  reported  charging  lower 
prices  abroad  than  domestically,  and  19  percent  re- 
ported charging  the  same  price  in  domestic  and 
foreign  markets. 


STRUCTURAL  OR  INSTITUTIONAL  BARRIERS  AND 
MARKET  IMPERFECTIONS 

Related  to  the  uncertain  impact  of  devaluation 
and  floating  on  export  prices  is  the  unanswered 
question  of  comparative  marketing  effort  As  indi- 
cated, during  the  1960s,  a  large  number  of  U.S. 
firms  appears  to  have  dropped  out  of,  or  reduced 
their  marketing  efforts  in,  foreign  markets  because 
of  aggressive  foreign  competition  and  uncompetitive 
dollar  prices.  Devaluation  to  a  degree  corrected  this 
currency  price  anomaly.  But  that  is  not  the  same  as 
saying  that  devaluation  automatically  produces  an 
increase  in  U.S.  sales  abroad.  Once  burned  (by  ex- 
pensive bidding,  marketing,  distribution  and  re- 
lated efforts),  it  is  unlikely  that  many  U.S.  firms  will 
return  to  foreign  markets  without  appropriate  incen- 
tives and  assistance.  Moreover,  given  the  size  of  the 
domestic  U.  S.  market  and  the  ease  of  dealing  within 
it,  there  is  a  natural  reluctance  on  the  part  of  many 
U.S.  firms  to  become  involved  in  export  trade,  even 
when  other  conditions  are  favorable. 

It  would  be  too  much  to  expect  that  foreign  man- 
ufacturers, once  having  taken  over  foreign  markets, 
will  pack  up  and  go  home  because  the  dollar  has 
been  devalued.  Rather,  the  likelihood  is  that  they 
will  intensify  their  marketing  efforts,  cut  prices  and 
do  whatever  is  possible  to  retain  these  markets. 
Existing  export-supporting  systems,  such  as  local 
maintenance  and  servicing  facilities,  familiar  stand- 
ards and  specifications,  known  quality,  and  estab- 
lished delivery  schedules,  can  loom  as  factors  that 
impede  or  preclude  the  shift  of  markets  from  exist- 
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ing  suppliers  to  new  ones  based  on  price  consid- 
erations. 

Of  direct  relevance  to  a  discussion  of  comparative 
marketing  effort  is  the  fact  that  exporting  is,  and 
traditionally  has  been,  a  more  important  factor  in 
business  planning,  production,  marketing  and  pric- 
ing strategies  in  Germany  and  Japan  than  in  the 
United  States.  In  those  two  countries,  scale  of  pro- 
duction efficiencies  require  that  (1)  a  relatively  high 
proportion  of  operating  capacity  be  devoted  to  ex- 
ports and  (2)  cyclical  declines  in  domestic  demand 
be  offset  by  increased  exports  —  frequently  at  re- 
duced profit  margins.  In  this  regard,  it  is  instructive 
to  note  that  present  German  economic  recovery 
plans  posit  a  growth  rate  for  1977  exports  which  is 
nearly  double  the  projected  growth  rate  for  domes- 
tic Gross  National  Product. 

This  relatively  greater  economic  importance  of 
exports  to  the  German  and  Japanese  economies  is 
reflected  by  the  fact  that  the  ratio  of  exports  to  the 
production  of  goods  is  currently  about  51  percent  in 
Germany  and  over  30  percent  in  Japan.  For  the 
United  States,  the  corresponding  rate  is  about  24 
percent  of  goods  produced  (and  16  percent  of  final 
sales  plus  changes  in  inventories). 

Finally,  in  this  discussion  of  export  barriers  and 
impediments,  it  must  be  recognized  that  certain 
trade  barriers  are  impervious  to  imports  at  nearly 
any  price.  Where  official  quantitative  import  restric- 
tions exist,  export  products  cannot  be  sold  in  that 
market  above  established  import  quota  levels.  Simi- 
larly, and  related  to  the  issue  of  export  financing, 
exports  cannot  move  if  an  importer's  government  is 
unable  or  unwilling  to  allocate  foreign  exchange  for 
certain  imports  or  if  government  policies  insist  on 
local  sourcing  regardless  of  costs,  qualitv  or  availabil- 
ity. 

Foreign  non-tariff  barriers  —  especially  in  the 
form  of  government  intervention  to  favor  domestic 
industries  (i.e.,  government  purchases  reserved  to 
domestic  firms);  government  subsidies  to  domestic 
industries  to  assure  an  advantage  in  the  home  mar- 
ket or  in  third-country  markets  or  design  specifica- 
tions which  favor  domestic  producers  —  cannot  be 
overcome  by  devaluation  and  floating.  Similarly, 
government-to-government  trade  arrangements  ef- 
fectively exclude  outside  suppliers.  Practices  of  this 
type  are  not  limited  to  trade  with  state-trading  coun- 
tries but  increasingly  characterize  trade  between 
market  economies  and  oil-producing  countries  and 
other  developing  countries. 

In  the  over-all,  such  market  interventions  are 
growing,  especially  as  governments  attempt  to  re- 
duce unemployment;  enhance  their  domestic  indus- 
trial base  by.  inducing  ever  higher  levels  of  techno- 


logically oriented  investment;  and,  particularly,  as 
they  consciously  adjust  policies  to  import  less  and 
export  more  in  order  to  pav  for  escalating  oil  import 
bills. 

CONCLUSIONS  AND  POLICY  IMPLICATIONS 

It  is  reasonable  to  conclude  from  the  foregoing 
that  (1)  only  a  relatively  small  proportion  of  U.S. 
exports  benefit  from  dollar  devaluation  and  floating, 
(2)  the  amplitude  of  the  adjustment  of  the  dollar 
vis-a-vis  other  major  currencies  is  limited  by  exter- 
nal factors,  and  (3)  a  variety  of  structural  consid- 
erations tend  to  impede  the  expansion  of  U.S.  ex- 
ports, particularly  exports  of  manufactured  prod- 
ucts,  in  some  markets.  As  a  consequence,  dollar 
devaluation  and  floating  notwithstanding,  die  U.S. 
has  not  achieved  what  generally  might  be  consid- 
ered an  "adequate"  level  of  exports. 

It  is  not  sufficient  to  assert  that  these  export  prob- 
lems are  illusory  because  our  external  accounts  are 
in  deficit  with  the  OPEC  nations  but  in  surplus  with 
other  trading  nations.  In  fact,  a  growing  part  of  total 
U.S.  exports  represents  sales  to  OPEC  countries. 
More  importantly,  most  other  major  trading  nations 
(including  Japan)  import  a  larger  proportion  of  their 
total  energy  requirements  than  does  the  United 
States.  These  countries  (unlike  the  United  States) 
appear  to  have  adopted  policies  and  programs  which 
seek  to  pay  for  the  increased  costs  of  oil  imports  by 
proportionately  greater  export  earnings.  Tlieir  ef- 
forts seem  to  be  successful;  both  Germany  and  Japan 
project  trade  account  surpluses  in  1977  (following 
surpluses  in  1976)  while  the  U.S.  trade  deficit  was 
$5.9  billion  in  1976  and  is  approaching  $30  billion  in 
1977  —  the  largest  in  U.S.  history. 

Nor  is  it  reasonable  to  look  to  the  currency  ad- 
justment "black  box"  for  further  devaluation  of  the 
dollar  in  order  to  increase  U.S.  exports.  The  value  of 
the  yen  and  the  DM  would  have  to  rise  consider- 
ably, or  the  dollar  devalued  substantially,  for  a  major 
gain  in  U.S.  exports  to  be  realized,  particularly  in 
light  of  the  adjustment  offsets  and  over-rides  sum- 
marized above.  Those  factors  alone  cast  serious 
doubt  on  the  validity  of  Such  a  policy  prescription. 
More  importantly,  dollar  devaluation  is  far  from 
costless  for  the  U.S.  economy.  Further  devaluation 
would  add  materially  to  domestic  inflationary  pres- 
sures by  raising  the  costs  of  the  imports. 

Under  these  conditions,  a  case  can  be  made  for 
selective  support  of  exports  along  the  lines  of  pre- 
sent policies  and  programs  plus  vigorous  pursuit  of 
U.S.  objectives  to  eliminate  or  reduce  foreign  non- 
tariff  barriers  and  other  import  restrictions  which 
hamper  U.S.  export  growth.  This  latter  objective 
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was  endorsed  by  President  Carter  and  the  other 
heads  of  state  who,  at  their  recent  Summit  meetings, 
endorsed  the  need  to  bring  the  current  Multilateral 
Trade  Negotiations  in  Geneva  to  a  quick  and  suc- 
cessful conclusion.  The  need  to  provide  support  for 
U.S.  exports  through  a  variety  of  financial  and  in- 
stitutional means  was  recently  reiterated  by  Com- 
merce Department  Assistant  Secretary  Frank  A. 
Weil.  In  remarks  delivered  in  Chicago  on  June  21, 
1977,  he  outlined  a  five-point  "Blueprint  for  Export 
Expansion"  which  included  (1)  appropriate  ex- 
change rate  relationships,  (2)  successful  conclusion 
of  the  Multilateral  Trade  Negotiations,  (3)  effective 
support  for  exports  through  Eximbank  financing,  (4) 
affirmative  domestic  policies  including  DISC,  and 
(5)  revitalized  official  export  promotion  programs. 

To  sum  up,  from  an  exchange  rate  /export  policy 
viewpoint,  the  factors  outlined  in  this  paper  raise 
doubts  about  the  validity  of  the  view  that  flexible 
exchange  rates  can  "do  the  job"  for  U.S.  exports. 
These  doubts  cannot  be  brushed  aside.  Dollar  de- 
valuation and  floating  have  obviously  reduced  a 
major  institutional  barrier  to  U.S.  exports  carried 
over  from  the  1960s  —  a  fixed  rate  for  a  seriously 
over-valued  dollar.  However,  these  changes  in  cur- 
rency relationships  are  a  necessary  but  not  sufficient 
condition  for  the  achievement  of  realizeable  poten- 
tial U.S.  export  levels.  Moreover,  it  is  a  cause  for 
concern  in  this  contest  that,  for  reasons  obviously 
unrelated  to  U.S.  trade  or  current  account  perform- 
ance, the  dollar  has  floated  substantially  above  its 
low  point  of  1973.  (See  Chart  3) 

To  the  extent  that  the  widely  held  view  respecting 
the  automatic  benefits  of  floating  fails  to  take  account 
of  the  factors  and  issues  summarized  above,  it  reve- 
als on  overly  simplistic  notion  of  the  facts  and 
realities  of  current  international  trade  and  finance. 
Before  the  United  States  moves  to  a  policy  that 
places  excessive  reliance  on  the  automaticity  of  ex- 
change rates  to  determine  export  levels  and  content, 
and  proceeds  to  unplug  existing  U.S.  export  support 
systems,  it  should  be  recognized  that  floating  has  not 
restored  U.S.  export  competitiveness  vis-a-vis 
Japan  and  Germany.  On  the  contrary,  the  need  to 
strengthen  U.S.  export  performance  becomes  more 
urgent  in  the  face  of  a  trade  deficit  of  unprecedented 
size  and  the  protectionist  pressures  it  is  likely  to 
engender.  The  need  to  expand  U.S.  exports  is,  of 
course,  addressed  primarily  to  current  U.S.  external 
trade  and  payments  problems.  It  is  equally  evident 
that,  in  a  longer-term  perspective,  U.S.  interna- 
tional competitiveness  will  be  determined  in  a  more 
fundamental  sense  by  the  rate  of  domestic  capital 
investment,  research  and  development  expendi- 
tures and  technological  innovation  and  application. 


Chart  3 

U.S.  Balance  on  Currant  Account, 

U.S.  Trada  Balanca, 

and  Foreign  Currency  Coat 
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1977.  p.  44;  Overseas  Business  Alport  77-20,  Apr*  1977, 
p.  3;  Exchange  Rates  from  Internal  Cafcutfetforis. 

FOOTNOTES 

Stated  most  simply,  an  officially-induced  rise  in  ex- 
ports would  (other  things  remaining  equal)  tend  to  pro- 
duce a  current  account  surplus  and  upward  pressures  on 
the  dollar.  Higher  dollar  values  would,  in  aggregate, 
tend  to  reduce  exports,  increase  imports  andthereby 
offset  the  initial  increase  in  exports.  However,  a  modest 
U.S.  export  promotion  effort  is  generally  considered 
desirable  in  order  to  correct  "market  imperfections" 
such  as  inadequate  knowledge  of  foreign  markets,  ex- 
porting techniques  and  the  like,  as  well  as  to  provide 
U.S.  exports  with  some  degree  of  official  support  compa- 
rable to  that  provided  by  foreign  governments. 

*Over  the  years,  both  before  and  after  U.S.  dollar 
devaluation  and  floating,  the  Canadian  dollar  has  closely 
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paralleled  the  U.S.  dollar  in  value,  but  currently  it  is  capital  inflows  would  supplement  domestic  resource*  to 

almost  10%  below  the  U.S.  dollar.  the  extent  that  they  represented  a  net  transfer  of  foreign 

The  corresponding  appreciation  of  the  DM  and  yen  savings  to  the  United  States  (and  not  merely  a  recycling 

against  the  dollar  was  54  percent  and  21  percent,  respec-  of  U.S.  savings  arising  from  the  rise  in  international  ofl 

tively.  prices).  In  any  case,  long-term  U.S.  capital  needs  cannot 

4U.S.  Department  of  Commerce,  Survey  of  Current  be  effectively  financed  by  short-term  capital  inflows. 

Business,  March  1977,  pp.  52,  54.  The  Economist,  December  is.  1676,  p.  34. 

•Journal  of  Commerce,  May  11,  1977,  1:1.  *New  York  Timet,  April  7. 1977. 

•If  the  U.S.  were  in  a  period  of  capital  shortage,  such  *Sustneat  Week,  May  23,  1977,  p.  34. 
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Chairman  Neal.  Thank  you,  Mr.  Fox. 

Mr.  DuBrul,  we  would  like  to  hear  from  you  at  this  time. 

STATEMENT  OF  STEPHEN  M.  DuBBUL,  JE.,  CONSULTANT,  BLYTHE, 

EASTMAN  &  DILLON 

Mr.  DuBrul.  Thank  you,  Mr.  Chairman. 

My  name  is  Stephen  M.  DuBrul,  Jr.,  I  am  a  private  banker  today. 
I  was  the  former  Chairman  and  President  of  the  Export-Import 
Bank  of  the  United  States. 

I  am  pleased  to  accept  the  invitation  to  come  down  before  this  sub- 
committee, and  prior  to  my  coming  down  I  prepared  a  statement  for 
submission  to  the  record,  commenting  on  some  of  the  current  state  of 
our  international  economic  policy  today. 

I  think  maybe  my  time  is  most  constructively  used  to  just  try  to 
make  some  comments  for  the  benefit  of  this  subcommittee  on  some  of 
the  assertions  being  made  by  various  witnesses. 

I  am  in  agreement,  wholeheartedly,  with  the  extension  of  the 
Bank's  life  for  5  years.  I  think  that  this  lends  a  degree  of  durability 
and  predictability  to  the  export  and  financial  communiy. 

I  have  raised  some  questions,  however,  for  the  need  to  go  as  high 
as  $40  billion  in  that  5-year  period.  I  would  go  along  with  the  $40 
billion  on  the  basis  that  it  also  shows  an  encouragement — again,  a 
predictability,  and  availability  of  Export-Import  Bank  during  these 
rather  fragile  times  ahead. 

As  to  the  exclusion  from  the  budget,  I  think  that  is  an  academic 
question  in  the  mood  of  the  Congress,  and  I  would  not,  for  one,  want 
to  advocate  it  in  the  present  environment. 

As  for  the  idea  of  a  call  on  the  Treasury  for  $1  billion,  I  think 
that  is  utter  nonsense.  I  am  a  taxpayer.  I  think  if  the  Bank  behaves  in 
a  responsible  fashion  it  will  never  need  more  than  the  capital  already 
provided  in  1945. 

The  Bank — maybe  someone  has  not  read  the  act,  but  the  Bank  does 
have  provision  for  a  borrowing  from  the  Treasury,  if  at  any  time  it 
should  get  into  financial  difficulties.  So  that  I  do  believe  it  is  totally 
academic.  It  is  a  source  of  free  capital,  non-interest-bearing,  and  I 
think  totallv  unnecessary. 

I  would  like  to  agree  with  the  thread  that  has  gone  through  almost 
all  of  the  comments,  by  Mr.  Biemiller,  and  Mr.  Rees,  this  morning, 
and  bv  other  members  here  on  this  panel.  And  that  is:  The  unwar- 
ranted— the  use  of  the  congressional  review  process,  of  large  Exim- 
bank  loans  to  serve  ends  that  are  not  warranted,  or  that  address 
different  issues. 

I  think  the  Korean  electric  loan,  which  is  now  before  the  Congress, 
which  is  being  held  up  for  reasons  that  have  nothing  to  do  with  the 
loan  itself — when  I  was  Chairman  of  the  Eximbank,  I  respected  the 
wishes  of  the  Congress  as  it  related  to  not  only  the  Korean  electric 
atomic  power  plant  awaiting  an  agreement,  a  bilateral  agreement 
between  our  Government  and  the  Korean  Government  on  the  safe- 
guards, but  also  respected  the  views  of  this  committee  as  it  related 
to  a  Spanish  atomic  power  facility. 

Those,  I  think,  are  reasonable.  I  think  the  other  case  cited — that 
of  the  Mexican  pipeline  loan — I  think  that  the  isbue  being  debated 
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there,  as  to  the  cost  of  energy  delivered  to  the  United  States — the 
legislative  review  process,  in  my  opinion  in  that  case,  should  not 
have  been  used  as  the  whipping  boy  for  addressing  the  question  of 
the  cost  of  energy. 

I,  in  no  way,  though,  suggest  that  this  committee  or  any  committee 
of  the  Congress  should  have  less  oversight  authority  than  they  now 
enjoy.  It  was  certainly  workable  during  the  time  that  I  served  as  the 
President  and  Chairman. 

To  clear  up  a  point  made  earlier,  I  would  like  to  say  that  if  exports 
had  gone  up,  and  Export-Import  Bank  authorizations  had  not  gone 
up — how  is  the  balance  financed?  It  was  financed,  as  was  mentioned 
by  the  committee,  either  by  cash  or  by  the  private  sector  providing — 
which  I  think  is  thoroughly  appropriate. 

A  question  has  been  raised  this  morning  as  to  loans  to  the  Soviet 
Union  and  Red  China.  I  think  that  the  history  of  the  Bank,  if 
examined  in  the  early  post-war  period  under  the  stewardship  of 
William  McChesney  Martin,  if  he  examined  his  mandate  and  went 
to  the  White  House,  and  had  suggested  that  for  certain  categories 
of  loans  the  Eximbank  would  be  haprjy  to  administer  the  loans,  that 
they  should  be  made  by  direct  authorizations  to  the  Congress  and  at 
the  initiative  of  the  executive  branch. 

I  would  submit  that  loans  to  the  Soviet  Union  and  Red  China 
would  come  under  that  category.  I  think  there  should  be  a  full  hear- 
ing by  this  Congress  at  such  time  as  loans  are  made  to  those  two 
countries,  so  that  they  have  a  chance  to  weigh  the  merits  of  the  loan — 
the  economic  and  political  merits  of  the  loan — versus  the  cost  to  the 
American  people  of  such  loans. 

We  keep  hearing  about  "exporters,"  talking  about  lost  sales.  I 
would  like  to  submit  that  exporters  are  not  money  men.  There  is  a 
saying  in  the  private  sector,  and  practiced  in  the  private  sector,  that 
never  lpt  a  salesman  be  in  charge  of  credit  or  you  will  go  broke. 

I  think  this  applies  equally  to  some  of  the  assertions  about  Export- 
Import  Bank  denials,  or  lack  of  competitiveness  in  some  situations. 
Thpro  is  no  question  in  mv  mind,  as  long  as  the  world  remains  as 
culturally  and  socially  different  as  the  various  different  trading 
partners  to  this  country  are  culturally  and  politically  different  and 
economically  different,  that  there  will' be  imbalances  in  international 
finance. 

I  think  that  the  gentleman's  agreement,  and  the  attempts  toward 
harmonization  are  certainly  a  logical  way,  instead  of  trying  to  system- 
atically subsidize  our  exports  in  competition  with  other  countries — 
they  will  just  meet  our  terms,  and  we  will  all  be  the  loser  in  the  end. 

I  would  like  to  reemphasize,  though,  the  need  for  predictability 
by  this  institution.  I  think  John  Moore  has  done  a  first-class  job  in 
trying  to  provide  some  predictability  for  the  institution.  I  would 
reemphasize.  though,  these  extraneous  issues  that  are  not  only  im- 
planted in  the  act,  but  are  proposed  to  be  implanted  in  the  act,  or  the 
review  process  by  the  Congress  on  large  loans,  to  add  to  some  degree 
questioning  by  our  trading  partners  as  to  the  reliability  and  the 
leodership  of  the  United  States  in  the  international  trade.' 

Thank  you.  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  DuBrul  follows :] 
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PREPARED  STATEMENT  OF  STEPHEN  M.  DuBRUL,  JR. 

The  Present  State  of  U.S.  International  Economic  Policy 

Let  me  share  with  you  a  growing  personal  concern  that 
free  trade  in  the  Free  World  may  be  overtaken  by  events.   If 
history  is  any  guide,  democratically  elected  governments  tend  to 
govern  in  reaction  to  events  rather  than  in  anticipation.   I  am 
concerned  that  the  current  environment  is  no  exception. 

After  a  quarter-century  of  steady  growth  in  the  Free 
World,  we  have  entered  a  period  of  steady-state  in  terms  of  economics, 
as  well  as  human  and  natural  resources .  As  the  richest  and  largest 
trading  nation  in  the  Free  World,  the  United  States  has  been  looked 
to  for  leadership  in  this  present  muddle.   Sadly,  the  decline  in  the 
dollar  tells  us  that  the  rest  of  the  free  world  has  found  us 
wanting  in  such  leadership. 

The  world  press  seems  to  place  the  failure  of  American 
economic  leadership  (to  date)  on  the  present  Administration  and 
the  Congress.   Although  I  may  share  many  of  their  criticisms,  I 
think  them  too  narrowly  focussed  -  in  the  context  of  the  enormous 
socio-political  (as  well  as  economic)  challenges  we  and  the  Free 
World  face.   Permit  me  to  list  just  a  sampling  of  these  challenges: 

1.  Population  plateaus  in  developed  countries, 

2.  Dramatic  increases  in  energy  and  other  costs  in 
all  countries. 

3.  Resistance  to  change  in  energy  consumption 
patterns  in  developed  countries  (particularly 
the  U.S.,  which  has  subsidized  energy  for  years). 
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4.  Lagging  capital  investment  in  the  face  of 
uncertain  and  declining  rate*  of  return. 

5.  The  increase  in  debts  in  relation  to  productive 
capacity. 

6.  Persistent  unemployment. 

7.  A  growing  sense  of  social  weariness,  aliena- 
tion and  dis-satisfaction  -  ennui  -  among  the 
American  people,  as  well  as  others  in  the 
Free  World. 

These  and  other  challenges  only  compound  the  perennial 
difficulty  of  developing  a  coherent  U.S.  international  economic 
policy.   I  say  "perennial  difficulty"  because,  to  most  Americans, 
international  trade  and  monetary  affairs  have  long  been  -  and 
still  are  -  remote  abstractions  which  are  not  perceived  as 
fundamental  issues  which  can  impact  our  daily  lives.   Unfortunately, 
this  wide-spread  misperception  of  the  critical  importance  of 
international  economic  policy  has  understandable  historical  roots: 
Although  the  U.S.  has  been  the  largest  international  trading 
nation  in  the  world,  this  foreign  activity  shows  up  as  only  a 
Lilliputian-sized  statistic  in  our  enormous  Gross  National  Product  - 
less  than  10%  (versus  25%  and  more  for  Europe  and  Japan) . 

Sadly,  because  the  foreign  trade  statistic  is  small 
relative  to  domestic  activity,  and  because  the  issues  are  remote 
to  most  Americans,  international  economic  leadership  takes  on 
additional  strains  to  the  extent  energies  are  expended  on  issues 
which  although  popular  in  the  U.S.  -  are  outside  of  our  effective 
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control.  One  such  issue  currently,  for  example,  is  world 
human  rights. 

As  but  one  American,  I  believe  deeply  that -our  country, 
as  leader  of  the  Tree.  World,  should  take  every  action  which  may 
be  politically  effective  in  improving  the  rights  of  others  - 
at  home  and  abroad.   As  one  who  has  also  been  involved  in 
international  economic  affairs,  however,  I  seriously  question 
the  effectiveness  -  and  constructiveness  -  of  burdening  our 
international  economic  leadership  role  with  the  linkage  of 
social  issues  such  as  the  human  rights  question.   Such  linkage 
has  a  demonostrable  and  immediate  negative  impact  on  the  U.S. 
economy.   Of  greater  importance,  however,  is  the  political 
interpretation  of  such  issues  by  our  economic  partners  in  the 
Free  World.   Unfortunately,  I  think  such  issues  are  being  read 
as  symbols  of  emotional  withdrawal  by  the  American  people  after 
so  many  years  of  reasonably  successful  international  economic 
leadership.   This,  in  turn,  raises  serious  questions  as  to  our 
longer-term  reliability  as  a  partner  or  leader  in  international 
economic  matters ,  among  others . 

With  the  many  serious  challenges  confronting  the  world 
economy,  now  is  not  the  time  to  allow  popular  domestic  issues  to 
compound  the  complex  perennial  difficulty  in  the  formulation  of 
cohesive,  intelligible  international  economic  policy,  in  the  U.S. 
context.   Because  our  country  is  so  vast  in  its  world  impact, 
and  yet  so  predominantly  domestically  oriented  in  its  economic 
and  social  concerns,  we  are  facing  an  almost  inevitable,  though 


Digitized  by  VjOOQ IC 


356 


basically  unintended,  conflict  with  our  many,  culturally 
different,  Free  World  partners. 

To  return  to  the  beginning,  international  economic 
events  have  accelerated  in  their  volatility  and  their  structural 
dislocation.   In  view  of  the  historic  domestic  bias  in  the 
concerns  of  our  own  electorate,  it  is  difficult,  at  best,  for 
our  government  to  assert  effective  international  economic 
leadership.   At  the  same  time,  without  our  leadership,  as  the 
largest  trading  nation,  the  whole  system  may  fall  apart.   My 
concern  is  that  the  economic  storm  warnings  are  up,  but  most 
of  the  ships  of  state  are  still  at  sea. 

Stephen  M.  DuBrul,  Jr. 

Former  President  and  Chairman 

of  the  Export- Import  Bank  of  the  U.S 
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Chairman  Neal.  Thank  you,  Mr.  DuBrul,  and  thank  you  all  for 
your  very  excellent  and  helpful  testimony. 

I  am  frankly  perplexed  over  this  question  of  how  competitive  we 
ought  to  be.  We  have  heard  examples  of  loans  offered  for  20  years  at 
4-percent  interest,  and  I  don't  see— if  I  understand  the  mandate  of 
the  Bank— how  it  could  possibly  compete  with  that  kind  of  credit. 

We  would  certainly  have  to  radically  alter  the  mandate  of  the  Bank. 
As  I  understand  the  mandate  of  the  Bank,  it  has  to  walk  pretty  much 
of  a  tightrope  when  making  a  loan.  It  has  to  try  to  promote  our 
exports. 

I  frankly  would  like  for  all  of  you  to  comment  on  what  you  would 
like  to  see  done  to  make  the  Bank  more  competitive;  or  if  you  dis- 
agree that  it  should  be  more  competitive,  tell  us  what  you  think  ought 
to  be  done. 

Mr.  Fox? 

Mr.  Fox.  Mr.  Chairman,  it  is  obvious  that  that  loan  which  is 
recorded  in  the  annals  of  the  DAC,  the  Development  Assistance  Com- 
mittee in  Paris,  as  foreign  aid,  is  a  form  of  mixed  credit.  Ajid  there  is 
no  facility  in  the  U.S.  governmental  system  for  meeting  that  type  of 
loan. 

That  is  an  extremely  important  area  for  activity  under  the  gentle- 
man's agreement.  And  when  I  refer  to  using  the  "gentleman's  agree- 
ment" to  get  at  some  of  these  hard  problems  of  different  systems,  that 
is  precisely  what  I  had  in  mind. 

It  may  be  possible,  in  some  limited  way,  for  the  United  States, 
through  a  special  fund,  to  meet  a  small  amount  of  those  loans.  But, 
so  long  as  other  governments  use  their  foreign  aid  system  as  an  export 
credit  device,  there  is  no  way  that  we  can  achieve  comparable  results 
under  our  arrangements. 

Chairman  Neal.  Well,  would  you  suggest  that  we  might  go  to  a 
system  of  mixed  credits  ? 

Mr.  Fox.  I  would  first  suggest  that  we  make  that  a  priority  in  con- 
nection with  the  gentleman's  agreement  at  the  same  time  that  we  study 
how  a  mixed-credit  system  might  be  developed  in  the  United  States. 

It  would  certainly  change,  in  some  respects,  the  approach  of  the 
Eximbank,  and  it  would  sort  of  intermix  Eximbank  and  aid  activity, 
and  therefore  it  is  a  very  serious  step  and  should  not  be  taken  lightly. 

But  we  ought  to  call  a  spade  a  spade  and  let  the  other  competing 
countries  know  that  we  regard  some  of  their  so-called  "foreign  aid" 
as  really  a  form  of  subsidized  export  credit,  contrary  to  the  gentle- 
man's agreement. 

Chairman  Neal.  I  am  sure  that  is  clear.  But  my  own  question  is : 
What  do  you  suggest  that  we  do?  We  study  mixed  credits,  but  in  the 
meantime  if  we  do  not  go  to  a  system  of  mixed  credits,  what  would 
you  suggest? 

Mr.  Fox.  I  think  you  might  go  back  and  take  a  look  at  the  Zablocki 
bill,  which  would  have  provided  a  special  facility  to  provide  export 
credit  to  the  poorer  of  the  developing:  countries  on  special  terms.  It 
related  the  export  credit  to  financing:  facilities  by  the  United  States. 

That  bill  was  considered  in  both  the  House  and  the  Senate,  perhaps 
about  4  years  back.  It  was  an  approach,  I  would  suggest,  that  might 
be  given  some  more  thought. 
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Chairman  Neal.  Which  would  be  essentially  the  same  thing  as  mixed 
credits.  We  would  be  adding  aid  to  the  Eximbank. 

Mr.  Fox.  Not  necessarily  to  the  Eximbank.  It  could  be  administered 
in  the  AID  agency,  if  that  were  desired.  You  see,  our  AID  agency 
deals  with  fundamental  subjects  such  as  agricultural  production,  cer- 
tain infrastructure,  population  control,  and  so  forth. 

Our  AID  agency  is  not  an  export  promotion  facility.  The  aid  facili- 
ties of  other  countries — including  Canada,  the  United  Kingdom, 
Germany,  Switzerland,  you  name  it — all  regard  aid  as  serving  two 
purposes — aid,  and  their  own  export  development. 

So  long  as  we  proceed  with  a  self-denying  ordinance,  obviously  we 
are  going  to  be  behind  in  that  respect.  And  I  think  the  lack  of  growth 
of  our  sale  to  the  nonoil-developing  countries  reflects  the  lack  of  a 
comparable  financing  facility  in  the  United  States. 

I  would  just  as  soon  se  the  DAC  develop  real  rules  and  follow  them. 
But  I  don't  think  that  is  a  highly  likely  outcome  of  the  negotiations. 

Mr.  DuBrul.  Mr.  Chairman,  one  of  the  questions  raised,  of  course, 
is  the  degree  to  which  this  would  have  impact  upon  exports  from  the 
United  States  lost  because  of  mixed  credits. 

The  best  I  can  recollect  is  that  that  might  have  had  an  impact  on 
1977  exports  of  the  United  States  of  approximately  1  percent. 

I  am  not  sure  that  we  should  load  up  in  this  country  with  a  facility 
just  because  other  countries  are  engaging  in  bad  practices. 

I  would  like  to  take  just  a  minute,  if  I  might. 

In  the  summer  of  1976,  as  the  Bank  was  seeking  for  modernization 
of  its  role  as  a  part  of  the  U.S.  Government  in  its  present  economic 
environment,  we  called  a  meeting  between  Mr.  Fletcher  Byrom,  chair- 
man of  the  board  of  Copper  Co.  and  Chairman  of  the  President's  Ex- 
port Council  and  an  experienced  exporter;  Kichard  N.  Cooper  who 
was  then  profesor  of  economics  at  Yale  and  now  Under  Secretary  of 
State  for  Economic  Affairs ;  James  R.  Green  who  is  presently  executive 
vice  president  of  American  Express  International  Banking  Corp.,  and 
an  experienced  financier  in  the  international  markets;  and  Herbert 
Stein,  economist  and  former  member  of  the  Council  of  Economic 
Advisors. 

They  met  with  the  Board  and  the  senior  staff,  and  I  have  here  in  my 
notes  which  deal  with  this  question  of  foreign  competition  and  the 
appropriate  role  of  the  Bank — these  are  informal  notes : 

It  was  recognized  that  assisting  U.S.  exporters  facing  subsidised  foreign 
financing  was  equitable  and  was  a  specific  part  of  the  legislative  mandate. 

Nevertheless,  there  was  some  feeling  that  attempting  to  meet  foreign  of- 
ficial export  credit  competition  may  not  be  an  effective  use  of  resources. 

Bank  personnel  pointed  out  that  other  countries  can  compensate  for  their  own 
concessional  financing  through  a  higher  product  price,  and  Eximbank  does  not 
attempt  to  meet  credit  competition  in  the  literal  sense  of  the  word  but  rather 
to  blunt  its  impact  as  a  factor  in  the  purchase  decision. 

One  participant  stated  that  the  Eximbank  probably  didn't  even  have  the  capa- 
bility of  actually  matching  the  competition  in  detail.  This  participant  further 
stated  that  exporters  don't  want  Eximbank  to  go  below  its  cost  of  money  in  meet- 
ing competition  but  only  to  go  as  far  as  it  can  to  be  accommodative. 

A  useful  distinction  was  drawn  between  systematic  and  creditory  practices 
of  foreign  export  credit  competition. 

I  think  the  record  would  show  that  in  those  creditworthy  cases 
where  we  could — and  an  example  was  given  today  where  the  institution 
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could  meet  terms — of  course,  you  found  that  the  competition  also  met 
the  terms  or  went  beyond. 

So,  in  conclusion  of  our  deciding  what  the  basic  roles  legitimately 
served  in  today's  environment  to  the  Export-Import  Bank  were,  we 
had  two  in  number.  One  was  overcoming  market  deficiencies  or  limita- 
tions. That  seemed  to  be  the  most  widely  accepted  objective  of  the 
Bank  and  one  that  I  think  is  practiced  today.  And  second,  in  respond- 
ing to  competition,  this  was  accepted  as  a  legitimate  objective  but  was 
felt  to  be  less  important  for  a  variety  of  reasons. 

It  -was  felt  by  one  participant  that  on  a  case-by-case  basis,  the  Exim- 
bank  had  a  legitimate  role  in  responding  to  creditory  competitive  situ- 
ations, notwithstanding  the  same  participant  didn't  accept  in  principle 
the  systematic  subsidization  of  exports. 

I  think  Mr.  Fox's  point  is  that,  really,  it  is  another  branch  of  the 
Government,  basically,  the  State  Department  and  the  Treasury,  and 
that  they  have  to  address  this  issue. 

Mr.  Irvine.  I  think  we  have  to  recognize  that  other  countries  have 
charged  from  time  to  time  that  the  United  States  takes  the  lead  in  this 
type  of  competition. 

You  will  recall  that  during  the  Johnson  administration  the  United 
States  embarked  on  the  policy  of  tying  all  of  its  aid  to  exports  to  pro- 
curement in  the  United  States. 

This  has  been  substantially  halted.  But  for  many  years  the  United 
States  was  doing  precisely  this  kind  of  thing,  making  very  low  in- 
terest rate  loans,  lower  indeed  than  4  percent  for  20  years,  with  a  re- 
quirement that  the  merchandise  be  procured  in  the  United  States. 
And  I  am  sure  that  many  foreign  suppliers  would  and  probably  did 
complain  that  they  had  unfair  competition  and  that  the  United  States 
made  it  impossible  for  them  to  get  in  and  sell  their  goods  in  Latin 
America  and  elsewhere. 

And  I  want  to  emphasize,  or  support  what  Steve  DuBrul  has  said, 
that  this  is  a  competitive  field.  If  we  think  that  we  are  going  to  get 
an  advantage  by  taking  certain  measures  to  meet  every  individual  case 
of  competition  we  can  find,  we  will  find  that  the  others  are  going  to  do 
the  same.  You  are  going  to  get  a  ratchet  effect  and  you  are  going  to 
have  a  race  for  laxity  in  credit  terms  that  will  ultimately  hurt  us  and 
everyone  else. 

Chairman  Neal.  Essentially,  what  you  are  saying  is  we  have  no  way 
of  helping  when  we  run  into  a  situation  like  this. 

Mr.  Weller,  would  you  like  to  comment? 

Mr.  Weixer.  Thank  you,  Mr.  Chairman. 

Since  I  brought  the  case  up  in  the  first  place,  I  am  glad  to  get  the 
opportunity  to  respond  to  it. 

The  case  I  am  discussing  that  we  lost  was  not  a  mixed  credit  as  was 
said  over  there.  I  think  it  was  a  straight,  Japanese  yen  loan  for  20 
years  at  4  percent.  It  was  given  by  an  agency  named  OECF,  the  Over- 
seas Economic  Cooperative  Fund.  It  is  comparable  to  our  AID  pro- 
gram. And  I  brought  the  case  up  to  bring  two  points  out. 

Yes,  the  Eximbank,  in  our  opinion,  was  not  only  competitive,  but 
it  rose  to  the  occasion  and  met  when  the  terms  were  in  the  areas  of 
Eximbank,  that  is,  the  German  terms  versus  ours,  and  they  verified 
these  terms.  This  is  not  a  salesman  saying  that,  well,  the  other  fellow 
is  beating  us  on  something  else. 
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I  remind  the  subcommittee  that  we  were  evaluated  No.  1  in  price 
and  Xo.  1  in  technical  content  on  a  job  that  we  lost.  The  Japanese 
came  in  with  this  AID-type  loan.  The  horror  story  wasn't  told  to  you 
completely  because  we  have  not  been  able  to  verify  to  the  extent  of 
what  the  grace  period  in  the  repayment  was  made  here. 

We  understand  that  the  20-year  loan  had  a  7-year  grace  period  in 
it,  that  is,  the  first  7  years  they  paid  no  money  back. 

Now,  we  can't  verify  if  that  is  both  interest  and  the  total  amount. 
That  is  why  I  did  not  mention  it  in  the  first  place. 

But  this  is  what  is  going  on  in  the  world,  and  we  suggest  that,  yes, 
it  is  not  appropriate  to  Eximbank.  We  have  nothing  but  praise  for 
Eximbank.  Xo.  1,  responding  quickly  and,  Xo.  2,  giving  competitive 
Exim  terms  which  were  quite  legal  and  within  the  framework  of  the 
gentlemen's  agreement  and  the  rest. 

But,  however,  we  are  pointing  out  a  problem  that  we  are  not  just 
going  to  solve  our  export  problem  with  this.  I  certainly  subscribe  to 
what  Mr.  Fox  said,  that  this  is  an  area  that  we  should  follow  very 
closely  in  our  gentlemen's  agreement.  We  should  attempt  to  take  fi- 
nancing out  of  the  area  of  selling.  I  don't  think  any  salesman  is  com- 
fortable worrying  about  financing  in  a  sale.  He  wants  to  go  out  there 
and  sell  his  product  at  a  good  price.  And  if  we  can  remove  financing 
from  this  framework,  we  will  have  succeeded  in  something. 

But  right  now,  financing  is  an  extremely  important  point,  and  we 
therefore  support  very  strongly  the  extension  of  the  Eximbank  bill, 
and  we  urge  your  subcommittee  to  look  into  these  other  areas  at  the 
same  time.  And  there  will  not  be  an  easy  answer  or  a  quick  answer. 

Chairman  Xeal.  You  are  not  suggesting  that  we  subsidize  financing 
then? 

Mr.  Weller.  Xo,  sir,  I  am  not.  I  don't  think  that  is  the  proper  func- 
tion of  the  Bank.  I  quite  agree  with  everybody  else.  But  I  do  think 
that  we  have  to  look  and  try  to  solve  this  problem  of  the  artificial 
financing  that  is  going  on  in  the  world  markets  today. 

Chairman  Xeal.  Well,  this  thought  occurred  to  me,  that  we  might 
create  a  wedge  for  our  negotiators,  not  only  our  negotiators  for  the 
consensus  agreement  but  even  our  trade  negotiator,  Ambassador 
Strauss,  if  we  somehow  created  a  situation  of  mixed  credits,  so  maybe 
not  even  with  the  idea  of  using  them,  just  saying,  look,  if  you  all  per- 
sist in  this,  we  will  show  you  that  we  can  do  it,  also. 

Mr.  Weller.  I  think  the  threat  would  be  a  good  one,  sir. 
Chairman  Xeal.  I  frankly  would  hope  that  we  did  not  have  to  use 
it.  In  fact,  I  am  not  sure  it  is  a  practical  thing  to  use.  I  imagine  that 
our  exports  and  our  AID  programs  move  in  different  directions  most 
of  the  time. 

I  was  curious,  would  that  be  an  interesting  idea  and  worth  pursuing, 
or  not  ? 

Mr.  Weller.  Well,  I  think  it  is  very  interesting,  and  I  think  it 
speaks  to  one  thing.  You  mentioned  Ambassador  Strauss.  Now,  he  has 
just  come  back  from  Tokyo  with  an  agreement  with  Ambassador 
Kuda,  and  ostensibly  that  will  help  us  get  into  the  Japanese  market- 
place. But  I  would  suggest  that  today  our  biggest  problem  is  not  trying 
to  get  into  the  Japanese  marketplace,  which  has  many  other  structural 
problems  involved  in  sales  there,  but  to  be  able  to  compete  with  the 
Japanese  in  third-country  areas. 
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Chairman  Neal.  I'm  just  wondering  if  Mr.  Irvine  and  Mr.  DuBrul 
would  think  this  has  any  merit,  or  would  you  be  opposed  to  it? 

Mr.  DuBrul.  I  believe  that  the  pressure — I  don't  think  it  is  prac- 
tical to  expect  the  Congress  to  make  available  such  a  facility,  and  in 
terms  of  sound  economics,  it  is  not  a  good  idea.  I  agree  with  you.  As 
the  existence  of  the  Eximbank  does  create  some  pressures  day  by  day 
on  better  practices  worldwide  in  its  present  form,  and  this  additional 
facility,  I  think,  is  rather  explosive  in  its  political  implications.  I 
would  hope  that  the  articulations  of  Ambassador  Strauss  might  serve 
toward  somewliat  the  same  end.  It  certainly  has  been  an  item  on  the 
agenda  of  the  last  several  years.  It  is  one,  I  think,  though,  that  we  have 
to  recognize  the  social  and  cultural  differences  of  the  countries  we  are 
dealing  in,  the  difference  in  economic  systems  and  their  local  political 
pressures,  and  it  is  one  that  calls  for  patience  and  understanding, 
despite  the  frustrations  of  the  export  community,  which  I  am  very 
sympathetic  toward. 

Chairman  Neal.  One  other  fear  that  I  am  sure  you  share  is  the  real 
concern  about  the  growing  protectionist  mood  in  this  country.  And 
one  way  of  warding  that  otf,  it  seems  to  me,  would  be  to  do  some- 
thing more  aggressively  in  the  area  of  exports.  This  is  one  possibility, 
and  of  course  it  would  be  very  nice  if  we  could  import  less  oil, 
especially. 

But  I  think  we  need  to  do  things  other  than  erect  trade  barriers. 
That  is  sort  of  what  I  am  looking  for. 

Mr.  Fox? 

Mr.  Fox.  If  I  might  just  speak  a  second  time  on  that  subject.  My 
recommendation  is  that  the  committee  go  forward  with  the  bill  that 
it  has  on  its  agenda  today,  without  amendment. 

Obviously,  the  development  of  a  mixed-credit  system  is  a  very  com- 
plex subject,  and  would  require  analyses  by  both  the  AID  Agency, 
Eximbank,  and  the  State  Department,  as  well  as  other  departments. 

It  is  a  very  important  feature  of  a  deficiency  in  the  total  American 
export  credit  system,  if  I  may  use  that  term.  But  personally,  I  would 
prefer  to  seek  means  to  alleviate  that  problem,  other  than  to  change 
the  historic  role  of  the  Eximbank,  and  I  think  that  that  is  such  a  big 
subject — despite  the  fact  that  we  have  all  had  studies  and  studies — 
I  would  repeat  my  thought  that  that  is  the  way  to  go :  to  study  the 
subject,  and  concentrate  today  on  making  Eximbank  more  competi- 
tive in  its  conventional  area  of  activity — commercial  loans. 

Mr.  Irvine.  Mr.  Chairman,  if  I  may  reemphasize  a  point.  Mr.  Fox 
kindly  handed  me  a  copy  of  an  article  from  "The  Economist,"  which 
points  out  that,  as  early  as  1953,  the  Bern  Union,  the  export  credit 
insurers  club,  reached  an  understanding  that  members  would  not 
guarantee  credits  longer  than  5  years : 

It  did  not  stick.  And  America,  whose  Eximbank  was  not  then  a  member  of 
the  Bern  Union  was  the  maverick  largely  responsible  for  breaking  the  under- 
standing up. 

Now,  we  might  bear  that  in  mind  when  we  think  about  breaking 
new  ground  and  liberalizing  our  own  export  terms.  Now  we  are  com- 
plaining that  they  caught  up  with  us,  and  they  passed  us,  and  it  can 
happen  again. 

Chairman  Neal.  Mr.  Pattison? 
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Mr.  Patttson.  I  think  all  of  your  comments  have  been  extremely 
interesting.  I  was  somewhat  disappointed  in  Mr.  Irvine  s  use  of  the 
term  urace  of  laxity,"  only  because  I  have  written  it  down  here,  and 
I  thought  it  was  kind  of  brilliant,  and  he  just  took  that  away  from  me. 

I  guess  we  have  all  been  guilty  in  this  area — all  industrial  nations 
have  been  guilty.  For  instance,  our  foreign  military  sales  program, 
where  we  are  selling  specific  arms  to  other  countries,  and  at  the  same 
time  giving  them  forgiveness  of  large  portions  of  ever  repaying,  could 
be  viewed  not  only  as  an  instrument  of  foreign  policy,  but  as  an  ex- 
port policy,  and  a  jobs  policy,  and  everything  else  in  the  society. 

And,  aside  from  financing  terms,  there  are  all  kinds  of  ways  to  sub- 
sidize exports.  Somebody  pointed  out  the  artificially  low  price  of  en- 
ergy in  this  country.  Japan  might  rightly  say :  Sure  we  are  giving  a 
few  points  off  on  the  interest,  but  you  are  keeping  the  price  of  energy 
down  at  the  cost  of  your  taxpayers,  and  therefore  it  is  the  same  damn 
thing. 

And  all  kinds  of  other  cultural  priorities  that  we  may  have,  and  the 
Japanese  may  have,  and  the  Germans  may  have  that  require  different 
kinds  of  policies  relating  to  jobs,  or  industry,  that  we  want  to  keep 
alive  in  this  country  for  national  security  purposes,  all  can  be  used — 
and  sometimes  legitimately  used — as  reasons  why  we  are  doing  par- 
ticular things  which  give  our  exporters  an  edge,  or  they  give  their 
exporters  an  edge. 

So  it  seems  to  me  that  the  only  one  way  you  can  go,  really,  is  the 
consensus  way — which  is  a  pretty  crude  kind  of  tool,  because  of  all  the 
factors  involved.  And  perhaps — and  the  thought  occurred  to  me  while 
Mr.  DuBrul  was  using  my  time,  that  there  mig;ht  also  be  a  usefulness 
in  having  some  sort  of  "balance  of  terror"  provision  that  says :  Listen, 
this  is  the  consensus,  and  we  are  going  to  be  fair,  and  there  is  no  sense 
us  competing  in  these  areas ;  but,  to  the  extent  that  you  are  going  to 
do  that,  we  want  you  to  know  right  now,  and  we  hope  you  never  do, 
but  to  the  extent  that  you  do  we  are  going  to  match  you  dollar-for- 
dollar.  We  are  going  to  put  it  out  front  what  we  are  doing,  and  so  don't 
do  it  any  more. 

And  we  will  expect  you  to  match  us  dollar- for-dollar  on  that  same 
basis,  on  the  theory  that,  if  that  is  the  understanding  from  everybody, 
that  nobody  will  do  it. 

I  don't  know  what  would  happen  if  they  all  got  together — and  par- 
ticularly the  industries  all  got  together  and  said:  Let's  let  them  go  to 
war,  and  got  it  down  to  the  point  where  we  have  this  race  of  laxity  go- 
ing down  to  the  point  where  we  are  just  outright  subsidizing,  not  just 
in  subtle  ways,  but  our  exports. 

That  certainly  wouldn't  seem  to  me  to  be  in  the  interest  of  our  own 
people,  or  the  people  of  the  world  who  are  interested  in  world  trade. 

Mr.  Fox.  Well,  in  the  interest  of  historical  accuracy,  I  think  Mr. 
Irvine  simply  quoted  the  Economist,  and  it  was  their  opinion  that  it 
was  the  F.S.  action  that  broke  up  the  efforts  of  the  Bern  Union.  I  think 
that  is  really  an  oversimplification  of  the  facts,  by  a  factor  of  10, 

Those  countries  were  determined  to  grow,  on  the  basis  of  export-led 
/rrowth.  At  that  time,  American  caoital  markets  were  richer  and 
deeper,  and  the  Export-Import  Bank  had  these  marvelous  project 
loans  that  might  go  out  15  years  that  they  could  not  match. 
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So,  no  matter  what  we  would  have  done,  they  would  have  done  every- 
thing in  their  power  to  step  up  the  export  credit  services  available  to 
their  exporters.  And  I  think  Mr.  Irvine's  excessive  "mea  culpa"  on  the 
basis  of  this  report  of  the  action  in  1953  is  unwarranted. 

Mr.  Irvine.  It  is  not  mine;  it  is  the  Economists'. 

Mr.  Pattison.  I  think  his  point  was  that  where  you  stand  depends 
upon  where  you  sit. 

And  all  nations  have,  to  one  extent  or  another,  engaged  in  this  kind 
of  activity — and  there  are  enormous  pressures  on  them  to  do  it,  from 
various  parts  of  their  economies,  at  various  times,  whether  from  the 
industries  or  from  the  various  cultural  segments.  And  there  is  going 
to  be  pressure  to  do  that. 

Mr.  Irvine.  Well,  I  think  you  have  hit  the  nail  on  the  head.  And  the 
fact  is  that  the  gentlemen's  agreement  is  an  effort  to  achieve  the  truce 
that  you  cite.  And  there  is  an  exchange  of  information  system  that 
was  developed  which  is  relied  upon  to  bring  to  the  Export-Import 
Bank  information  about  what  others  are  doing,  so  they  can  respond. 

Now  I  would  have  to  point  out  that  the  Export-Import  Bank  was 
very  strong  in  resisting  these  developments.  They  did  not  want  the 
exchange  of  information  system;  they  did  not  want  the  gentlemen's 
agreement;  they  were  dragged  into,  almost  by  their  hair. 

Now  they  accept  it  and  go  along  with  it. 

Mr.  DuBrul.  I  think  that  is  totally  unfair. 

Mr.  Irvine.  This  precedes  you,  Mr.  DuBrul.  This  goes  back  a  long 
way. 

Md.  DuBrul,.  We  finally  got  to  a  gentlemen's  agreement  in  the  sum- 
mer of  1976,  which  was  in  complete  recognition  of  the  cultural  and 
social  and  structural  differences  of  the  countries  involved.  And  it  was 
done,  I  think,  in  a  different  context  than  had  been  desired  by  the  other 
members  of  the  NAC. 

So  what  we  got  was  what  was  practical  to  get,  rather  than  a  legal- 
istic document  that  had  been  debated  in  the  OECD  for  the  preceding 
2  or  3  years. 

Mr.  Fox.  If  I  might  comment,  Mr.  Chairman,  on  this  subject  of 
making  these  systems  more  comparable,  I  will  give  you  a  Japanese  ex- 
ample which  I  think  will  make  clear  what  I  mean. 

In  Japan,  it  is  the  right  of  an  exporter  to  discount  his  export  paper 
with  the  commercial  bank.  The  commercial  bank  has  the  right  to  dis- 
count it  with  the  central  bank  at  a  maximum  rate.  Therefore,  in  Japan, 
in  effect,  the  whole  banking  system  with  the  backing  of  the  central 
bank  makes  every  export,  if  the  exporter  wishes  it  to  oe  so,  an  export 
for  cash.  Under  those  circumstances,  you  have  such  a  variation  in  the 
system  in  Japan  with  that  of  the  United  States  thaa  kidding  around 
with  the  number  of  years,  or  the  interest  rate  on  official  Export-Import 
Bank  loans,  valuable  though  that  might  be,  hardly  makes  the  systems 
equal.  And  that  is  the  point  I  am  referring  to. 

Now,  to  conclude  on  the  Japanese  point,  let  me  give  you  the  economic 
effect. 

What  makes  the  Japanese  export  system  go,  in  this  respect,  is  that 
in  a  period  of  low  economic  growth  as  they  have  experienced  in  the 
last  2  years,  slow  payments  by  domestic  customers  in  that  slow  market, 
it  is  an  ideal  time  to  export.  Because  not  only  is  your  export  market  a 
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good  market,  it  is  also  a  market  for  cash  when  you  need  liquidity  be- 
cause of  this  relationship  between  the  commercial  banks,  the  central 
bank,  and  the  whole  system. 

Mr.  Pattison.  Could  I  interrupt  a  second  at  that  point? 

Under  those  circumstances,  you  could  not  prove  that  the  Government 
is  subsidizing  a  dumping — I  mean,  except  in  that  very  subtle  way — 
but  it  is  exactly  the  same  thing. 

Mr.  Fox.  Well,  I  will  draw  a  conclusion,  then.  It  is,  that  the  whole 
economy  of  Japan  in  effect  is  subsidizing  exports. 

Now,  I  don  t  recommend  that  we  follow  that  course.  I  do  have  a 
suggestion,  however.  If  we  are  determined  to  make  our  economy  pro- 
vide a  reasonable  support  for  our  export  efforts  commensurate  with 
those  of  Japan — and  the  French  system  is  not  so  different — then  the 
way  to  do  it  is  to  provide  an  automatic  export  discount  facility  at  the 
Federal  Reserve  Board,  whereupon  export  paper  then  iJecomes, 
through  the  commercial  banking  system,  automatically  discountable  at 
the  Fed.  You  then  have  created,  at  least  in  some  measure,  a  national 
system  which  is  designed  to  promote  exports  insofar  as  the  use  of 
financial  strength  is  concerned. 

Mr.  Irvine.  Mr.  Chairman,  I  am  a  little  surprised  that  Mr.  Fox 
would  raise  this  at  this  time  when  there  is  not  a  situation  of  the  banks 
being  under  strain  and  having  to  go  to  the  Fed  to  borrow. 

Xow,  every  exporter,  of  course — I  presume  they  finance  their  loans 
or  finance  their  exports  by  bank  loans,  so  the  exporter  gets  cash,  so 
the  question  is  simply  one  of  whether  or  not  the  Bank  then  feels 
obliged  to  go  to  the  central  bank  for  its  liquidity. 

Now,  that  is  obviously  going  to  vary  cyclically,  and  there  have  been 
times  when  banks  were  very  tight  and  when  the  point  that  Mr.  Fox 
makes — some  people  thought  had  some  validity,  but  certainly  it  is  not 
true  at  a  time  when  the  banks  are  quite  liquid  and  are  not  crying  for 
Federal  Reserve  assistance. 

Mr.  Fox.  Well,  if  I  might  reply — if  we  constantly  ask  ourselves, 
why  are  the  Japanese  doing  so  well  in  exports  right  now,  at  a  time  of 
low  domestic  demand,  there  is  this  built-in  incentive  to  export,  they 
naturally  have  various  incentives  to  export  anyway,  to  achieve  the 
lower  unit-cost  and  keep  their  full-time  employees  and  their  plants 
on  the  payroll,  and  so  forth.  I  am  not  saying  at  this  time  that  that  is  the 
one  and  only  critical  element  of  difference.  I  really  raise  that  as  an 
example  of  the  differences  in  systems. 

And  while  the  gentlemen's  agreement,  unless  it  is  viewed  much  more 
broadly  and  encompasses  a  broader  spectrum  of  considerations  than 
simply  interest  rate  and  term,  we  will  never  really  have  a  comparable 
system  of  export  credit,  and  the  United  States  inevitably  will  be  play- 
ing catchup  ball,  and  the  Eximbank  will  be  asked  to  do  things  that  I 
think  a  prudent  management  of  the  Bank  may  be  reluctant  to  do. 

Mr.  Irvine.  Could  I  respond  to  that  ? 

Chairman  Neal.  Certainly. 

Mr.  Irvine.  If  one  wants  to  inquire  about  the  success  of  countries 
in  exporting,  you  might  want  to  look  at  Korea — South  Korea — which 
lias  the  most  remarkable  record  of  export  growth  of  any  country  in 
the  world  in  recent  years,  and  it  is  a  country  which  has  a  regime  of 
very  high  interest  rates,  and  its  export  growth  pattern  began  at  a  time 
when  it  introduced  a  pattern  of  very  high  interest  rates  which  made 
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it  necessary  for  producers  and  exporters  and  others  to  use  their  capital 
efficiently. 

One  of  the  problems  that  the  people  who  advocate  subsidized  in- 
terest rates  fail  to  overlook  is  that  this  results  in  the  wasteful  use  of 
capital  and  ultimately  defeats  the  objective  that  you  have  in  mind, 
because  it  creates  inefficiencies. 

Chairman  Neal.  I  should  also  point  out  that  the  wage  rates  are  very 
low  in  South  Korea. 

Mr.  Irvine.  Well,  there  are  wage  rates  that  were  even  lower  before 
they  began  in  1964.  The  wage  rates  have  increased  as  the  country  has 
grown  economically,  as  its  export  performance  has  succeeded,  and  one 
has  to  inquire  about  why  they  are  doing  so  much  better  today  than  they 
were  15  years  ago. 

And  there  are  studies  on  this.  There  are  good  reasons.  One  of  the 
things,  for  example,  is  they  have  put  a  great  deal  of  effort  into  pro- 
moting exports  through  the  use  of  their  diplomatic  representatives 
abroad.  Every  Korean  Ambassador  was  given  a  quota  that  he  had  to 
go  out  and  fill,  and  he  became  a  salesman. 

We  don't  do  that  in  our  foreign  service. 

The  Japanese  have  an  entirely  different  structure  of  expoit  trading 
companies,  which,  in  a  way,  provides  the  solution  to  the  problem  that 
was  discussed  earlier,  of  what  you  do  about  small  business.  The  $500,000 
to  $5  million  range.  In  Japan — that  sort,  of  thing  is  handled  through 
the  giant  trading  corporations,  and  it  is  a  much  more  effective  system, 
apparently. 

Mr.  Weller.  Mr.  Chairman,  if  I  may,  sir,  we  are  getting  a  little  far 
afield  in  testimony  in  support  of  this  bill,  and  I  think  it  is  not  that  far 
afield.  I  think  it  is  appropriate  in  our  furtherance  and  backing  of  the 
administration's  proposal  to  get  this  bill  passed  to  deliver  the  type  of 
message  you  were  talking  about  before,  that  how  do  we  deliver  mes- 
sages to  the  world  that  we  are  interested  in  exports  and  that  we  will 
support  them  in  a  financially  sound  way  ? 

And  I  think  the  best  way  that  we  can  accomplish  that  is  to  say  that 
we  support  this  bill ;  we  nope  that  the  committee  Ayill  act  on  it  ju- 
diciously and  expeditiously,  and  that  the  Congress  will  pass  it  so  that 
we  know  we  are  going  to  have  an  Export-Import  Bank  to  support  our 
exports. 

Chairman  Neal.  Lately,  in  the  newspapers,  Eximbank  has  been 
taken  to  task  for  the  way  it  assesses  competition  and  analyzes  the  con- 
tract prices  that  are  submitted  to  it.  Thev  have  been  accused  of  relying 
only  on  the  word  of  U.S.  suppliers  for  the  fact  that  there  is  competi- 
tion, and  they  have  been  said  to  be  unable  to  see  that  large,  unnecessary 
amounts  are  hidden  in  contracts  that  Eximbank  is  financing. 

Would  you  all  feel  comfortable  with  commenting  on  that? 

Mr.  Weller.  I  don't  quite  understand  the  thrust.  Do  you  mean  that 
there  was  fraud  involved  ? 

Chairman  Neal.  Well,  I  don't  know  if  you  saw  the  series  of  articles, 
I  believe  in  the  New  York  Times 

Mr.  Weller.  Yes,  sir. 

Chairman  Neal.  The  article  implied  that  there  really  wasn't  good 
competition  concerning  those  particular  projects  that  they  were  dis- 
cussing, and  that  a  lot  of  money  was  hidden  in  there  that  was  used 
to  buy  contracts  in  the  absence  of  competition. 
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I  guess  the  question  I  am  trying  to  raise  is  whether  Eximbank  ought 
to  do  more  in  trying  to  determine  if  there  is  adequate  competition,  or 
should  it  accept,  essentially,  the  word  of  those  seeking  credit  support, 
as  to  what  they  need. 

My  own  guess  is  that  there  is  pretty  much  competition  in  most  of 
these  areas.  That  is  really  what  I  am  trying  to  get  at. 

Mr.  Weller.  I  would  think,  sir,  that  in  some  areas  where  you  have — 
well,  for  instance,  the  gas  turbine  power  generating  stations  we  are 
selling,  a  mix  of  products  which  includes  local  installation  processes. 
And  I  can  refer  to  my  experience  in  the  elevator  business,  as  a  sub- 
contractor in  that  area. 

The  job  was  determined  on  an  evaluation  of  bids,  price  being  a 
very  prominent  consideration  as  affected  by  technical  content  and  as 
affected  by  financing.  The  competition  was  there  in  the  assembling 
of  a  package.  It  is  quite  often  to  see  a  contractor  to  have  favored  sub- 
contractors where  they  know  that  they  are  used  to  working  with  them, 
but  their  price  still  contains  a  price  from  those  subcontractors,  and 
the  contractors  themselves  are  pretty  good  buyers.  Sometimes  they 
prefer  one  subcontractor  for  lots  of  reasons.  They  know  he  is  depepa- 
able,  that  a  $50,000  subcontractor  does  not  hold  up  a  $10  million  job, 
so  that  in  those  cases  maybe  he  rates  reliability  and  scheduling  and 
getting  equipment  on  the  job  higher  than  outright  price,  and  a  sub- 
contractor who  is  not  given  the  opportunity  to  bid  on  that  particular 
job  might  complain,  '^Tey,  I  could  have  ^iven  it  to  you  for  $49,000 
instead  of  $50,000,"  but  that  contractor  still  has  the  right  in  protect- 
ing a  large  bid  to  say,  "Yes,  but  I  can  depend  upon  supplier  x;  there- 
fore, I  did  not  take  a  bid  from  supplier  y,  who  is  notoriously  bad  on 
delivery." 

So  I  think  this  type  of  argument  will  always  come  up  within  a 
competitive  bidding  structure,  but  I  think  by  and  large  that  general 
contractor  is  taking  a  large,  multimillion-dollar  responsibility,  and  he 
should  be  given  some  ability  to  evaluate  bids. 

Mr.  DuBrul.  Mr.  Chairinan,  I  think  that  obviously  Mr.  Moore  is  the 
one  to  reply  to  that  question,  and  you  might  want  to  seek  a  reply;  but 
there  was  and  still  is,  insofar  as  I  know,  because  I  have  talked:  to  some 
of  the  people  involved,  there  is  an  elaborate  procedure,  particularly  in 
the  spirit  of  the  gentlemen's  agreement,  elaborate  procedure  followed, 
particularly  in  larger  projects,  to  verify  competition  and  to  verify 
terms  of  the  competition  and  not  rely  upon  the  exporter's  assertion. 

There  was  certainly  a  time  in  the  history  of  the  Bank  where  it  was 
much  more  automatic,  but  I  think  the  processes  and  the  spirit  of  the 
Congress  in  the  1974  amendment  to  the  act  has  been  implemented  at 
the  Bank  in  terms  of  trying  to  determine  the  price  of,  let's  say.  100 
Mack  trucks  delivered  in  country  x.  Is  that  a  price  that  prevails  in 
the  export  markets?  Is  there  anything  unusual  about  itf  Aircraft, 
power  facilities,  as  mentioned  by  Mr.  Weller— all  of  these  the  Bank 
does  look  into  independently  and  tries  to  confirm ;  official  credits  being 
made  available  by  other  countries,  as  asserted  by  the  exporter. 

Mr.  Irvine.  The  philosophy  of  the  Export-import  Bank  over  the 
years,  Mr.  Chairman,  has  been  that  it  is  there  to  promote  U.S.  sales; 
it  is  not  there  to  evaluate.  And  Mr.  DuBrul  may  disagree  with  me, 
but  I  am  talking  about  the  general  run  of  many,  many  years.  The  gen- 
eral attitude  is  that  it  has  not-been  there  to  evaluate  the  economic  or 
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other  merits  of  the  project  concerned.  And  there  have  been  many  cases 
when  the  economic  merits  of  the  project  concerned  have  been  very  ques- 
tionable, and  the  Bank's  answer  to  that  is,  "Well,  we  are  relying  on 
the  guarantee  of  the  Government  for  repayment.  The  project  may 
stink,  it  may  go  bust,  but  we're  not  going  to  lose  money  on  it." 

I  would  be  very  surprised  if  anyone  could  point  out  an  instance  in 
which  the  Eximbank  had  refused  to  finance  an  export  on  the  grounds 
that  the  people  at  the  other  end  were  corrupt  or  that  there  was  not  a 
competitive  situation  prevailing,  because  the  attitude — and  perhaps 
it  is  a  justifiable  attitude — is  going  to  be,  "If  we  don't  do  it,  the  French 
or  the  Germans  or  somebody  else  will,  and  they  won't  ask  that  type 
of  question."  Even  where  there  is  competitive  bidding,  as  in  World 
Bank  loans,  for  example,  there  is  still  evidence  that  corruption  enters 
in,  that  the  bids  can  be  rigged  and  that  the  awards  can  go  to  the  people 
that  pass  money  under  the  table. 

So,  I  would  not — I  don't  know  what  the  answer  to  that  is,  quite 
frankly — but  I  would  not  be  too  surprised  if  it  exists. 

Mr.  Fox.  Mr.  Chairman,  I  would  comment  in  this  way. 

My,  experience  with  the  Eximbank  goes  back  to  1945.  My  first  job 
in  the  U.S.  Government  was  Budget  Examiner  for  the  Export-Import 
Bank  in  the  Budget  Bureau  in  the  White  House. 

The  Bank  has  always  been  very  careful  with  its  money.  It  has  a  staff 
of  engineers.  It  has  a  staff  of  economists.  And  it  has  a  staff  of  project 
accountants.  They  never  want  to  lend  more  money  than  the  transaction 
is  worth. 

It  seems  to  me  that  the  Bank  over  the  years  has  always  enjoyed  a 
reputation  for  prudence.  And  I  think  until  the  major  Russian  loans 
took  place  and  the  dissatisfaction  that  existed  with  that  6-percent  rate, 
Eximbank  was  regarded  as  a  highly  prudent  organization. 

Well,  as  we  know,  the  Russian  loans  were  motivated  by  foreign 
relations  considerations,  and  the  6-percent  interest  rate  was  deter- 
mined by  President  Nixon  and  the  Secretary  of  State. 

So  I  tnink  the  idea  that  somehow  the  Eximbank  is  a  lavish  lender, 
of  poor  judgment,  with  inadequate  staff  to  see  a  project  for  what  it 
is  and  to  check  out  the  facts,  is  simply  a  fiction  of  the  current  efforts 
to  discredit  the  Bank  and  some  of  its  export-support  efforts. 

Mr.  Weller.  Mr.  Chairman,  we  were  asked  to  give  some  exam- 
ples, so  can  I  give  some  examples  from  the  manufacturers'  standpoint? 

Under  Mr.  DeBrul's  administration  the  Bank  turned  down  the 
United  Technologies  Corp.,  for  a  loan  in  DuBois  on  the  basis  that  it 
was  not  an  economically  sound  loan. 

And  they  could  have  been  right.  I  am  not  using  it  as  a  criticism  of 
the  Bank.  I  am  just  saying  that  they  did  do  exactly  what  you  are 
asking  about. 

Under  the  previous  administration,  we  in  Otis,  when  we  were  a 
separate  corporation,  were  turned  down  for  a  loan  on  a  PRT  system 
which  was  going  into  France  because  the  Bank  disagreed  with  our 
payback  estimates  on  how  the  loan  would  be  paid  back. 

So  those  are  two  that  I  can  specifically  give  you  quickly,  and  I 
am  sure  there  must  be  a  lot  of  others. 

But  we  have  not  found  the  Bank  to  be  wiping  its  hands  of  its  finan- 
cial evaluation  responsibilities,  and  they  have  asked  those  questions 
to  us  consistently. 
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Chairman  Neal.  One  of  the  fellows  on  our  staff  did  sort  of  a  prelimi- 
nary study  of  the  profitability  of  the  Eximbank  compared  to  the  pri- 
vate sector  international  loans,  and  his  preliminary  analysis  indicated 
that  Eximbank  wrote  off  fewer  loans  and  made  more  money  than  did 
the  private  sector  in  international-type  loans. 

If  that  is  the  case — and  as  I  say,  this  is  a  preliminary  sort  of  study — 
I  would  have  to  ask  the  question  as  to  why  there  isn't  more  private 
involvement  beyond  the  5-year  term,  or  whatever  that  is. 

Is  that  a  totally  arbitrary  figure? 

Mr.  DuBrul.  Why  there  is  not  private  involvement  beyond  5  years  ? 

Chairman  Neal.  More  private  involvement  in  this  whole  area. 

In  other  words,  if  Eximbank  is  making  money  and  not  taking  losses, 
why  isn't  private  capital  more  interested  in  competing  with  Eximbank  ? 

Or,  I  guess  my  real  question  is:  Is,  in  fact,  Eximbank  competing 
with  private  capital? 

Maybe  the  question  is  in  two  parts :  No.  1,  is  private  capital  now 
available  for  some  of  the  loans  that  Eximbank  makes;  and  No.  2,  if 
what  I  am  suggesting  is  true  and  the  owners  of  private  capital  knew 
it,  would  they  not  then  be  more  interested  in  making  some  of  the  loans 
that  Eximbank  is  now  making? 

Mr.  DuBrul.  We  did  an  exhaustive  study  on  the  question  of  whether 
or  not  Eximbank,  forgetting  the  foreign  competition  aspect  for  a 
moment — were  we  intruding  in  the  private  sector  where  the  private 
sector  did  have  moneys  available  at  any  rate  in  the  long-term  mar- 
ket, and  sadly,  we  have  to  report  that  the  only  people  who  really  are 
involved  in  the  United  States,  the  only  capital  that  can  be  mustered 
is  bank  capital,  the  big  international  lending  institutions.  The  longer 
term  lenders  are  not  available  in  the  international  market.  They  have 
their  hands  full  at  home,  and  they  don't  have  the  staffs  as  do  the 
major  New  York  banks  and  the  money  market  banks  to  evaluate 
credits  and  structured  terms. 

Now,  most  of  the  commercial  banks  have  adopted  the  policy  of 
not  going  out  into  the  intermediate  and  long-term  area,  certainly  not 
beyond  about  7  or  8  years,  even  in  good  countries. 

Chairman  Neal.  But  is  that  an  arbitrary-type  thing? 

Mr.  DuBrul.  I  think  it  is  prudent  money  management  on  their 
part,  because  those  are  the  assets — those  loans  are  the  assets  against 
which  they  have  liabilities,  and  as  you  know  the  liabilities,  of  banks 
are  very  short  term,  short-fused  in  nature,  so  they  cannot  have  a 
maturity  pattern  in  their  bank  that  would  lead  them  into  a  liquidity 
squeeze. 

They  try  to  avoid  that  by  staying  in  basically  the  5-  to  7-year  mar- 
ket, and  that  is  where  Eximbank  normally  picks  up,  except  in  those 
cases,  which  I  think  someone  has  recited  down  here — by  Mr.  Weller — 
where  you  are  meeting  demonstrated  foreign  competition  at  fixed-rat- 
ing financing  from  day  one,  the  Bank  does  step  up  to  its  obligation 
to  try  to  meet  foreign  competition,  and  in  that  way  it  is  not  intrud- 
ing in  the  private  market,  either,  because  even  though  it  lends  in  the 
1st,  2d,  and  3d  year,  fixed-rate  financing  would  not  have  been  available 
from  the  private  sector. 

Mr.  Irvine.  I  don't  know  the  study  that  you  refer  to,  but  there  are 
a  few  things  that  might  be  borne  in  mind. 
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One  is  that  the  Eximbank  is  not  subject  to  the  orders  of  bank 
examiners,  and  it  can  roll  over  credits. 

For  example,  it  now  has  on  its  books  very  large  credits  to  the 
country  of  Zaire.  I  think  any  bank  examiner  who  looked  at  those  loans 
would  require  that  they  be  classified  and  perhaps  even  written  off. 
The  Export-Import  Bank  won't  write  them  off;  they  will  merely 
reschedule  them. 

Another  point  you  have  to  bear  in  mind  is  that  the  entire  weight 
of  the  U.S.  Government  lending  program  is  behind  requiring  coun- 
tries to  pay  off,  or  maintain  service  on  debts  owned  to  the  Export- 
Import  Bank  and  other  U.S.  Government  agencies. 

This  is  something  that  the  NAC,  several  years  ago,  begin  to  en- 
force. And  it  has  been  used  many  times.  For  example,  the  Dominican 
Republic  was  delinquent  on  its  loans  to  the  Export-Import  Bank. 
Public  Law  480  loans  to  the  Dominican  Republic  were  held  up  until 
they  got  current  on  their  loans  to  the  Eximbank.  So,  they  have  weap- 
ons available,  or  there  are  weapons  available  to  the  U.S.  Government 
that  are  not  available  to  Chase,  or  Citibank,  or  some  of  the  others. 

Mr.  DuBrul.  This  point  is  well  taken.  There  are  two  other  loans 
on  the  books  that  are  still  in  debate — one  going  back  to  1948  to  the 
Republic  of  China,  and  however  the  assets  are  on  the  mainland  and 
the  Republic  of  China  is  now  in  Taiwan,  but  one  of  the  schedule 
items  to  be  worked  on  in  the  normalization  of  relations  with  the  Peo- 
ple's Republic  of  China  is :  Hey,  what  about  the  Eximbank  loans  ? 

So  I  think  if  you  were  to  look  at  the  reschedulings  again,  as  pointed 
out  by  Mr.  Irvine,  there  have  been  a  series  of  very  successful  resched- 
ulings in  the  postwar  periods  that,  because  they  are  to  governments, 
or  governments  are  guaranteeing  them — whereas,  a  lot  of  the  private 
loans  by  the  commercial  banks  are  to  private  people,  and  you  can't 
go  after  a  bankrupt  company. 

Mr.  Irvine.  I  can't  resist  mentioning,  Mr.  Chairman,  that  one  of 
the  loans  on  the  Eximbank's  books  is  a  loan  to  the  Siam  Kraft  Paper 
Co.,  which  Mr.  Henry  Kearns  was  involved  in.  And  while  Mr.  Reams 
was  chairman  of  the  bank,  it  was  rescheduled,  I  think,  for  20  years. 

Chairman  Neal.  I  would  like  to  thank  you  all  very  much  for  this 
fascinating  and  very  helpful  testimony.  As  the  bill  progresses,  let  us 
know  what  you  think. 

Thank  you,  again. 

We  will  adjourn,  now,  until  10  o'clock  tomorrow  morning — excuse 
me,  9:30  tomorrow  morning. 

[Whereupon  at  1 :05  p.m.,  the  hearing  was  adjourned,  to  reconvene 
at  9:30  a.m.,  Thursday,  March  16,  1978.] 
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TO  AMEND  AND  EXTEND  THE  EXPORT-IMPORT 
BANK  ACT  OF  1945 


THUBSDAY,  MARCH  16,  1978 

House  or  Representatives,  Committee  on  Banking, 
Finance  and  Urban  Affairs,  Subcommittee  on 
International  Trade,  Investment  and  Monetary 
Policy, 

Washington^  D.C. 

The  subcommittee  met  at  9 :40  a.m.  in  room  2222  of  the  Rayburn 
House  Office  Building,  Hon.  Stephen  L.  Neal,  chairman  of  the  sub- 
committee, presiding. 

Present:  Representatives  Neal,  Tsongas,  Pattison,  Evans,  and 
Vento. 

Chairman  Neal.  Good  morning,  ladies  and  gentleman.  The  subcom- 
mittee will  come  to  order  now. 

This  morning  we  are  continuing  our  hearings  on  the  administra- 
tion's proposal  to  reauthorize  the  Export-Import  Bank  of  the  United 
States,  introduced  in  the  House  as  H.R.  11384. 

The  proposal  would  reauthorize  Eximbank  for  5  years,  raise  its 
commitment  authority  from  $25  billion  to  $40  billion,  and  increase 
the  limitation  on  its  fractional  chargeoffs. 

The  effect  would  be  an  increase  of  47  percent. 

In  the  actual  amount,  Eximbank  commits  from  $40  billion  at  present 
to  $58.75  billion  under  the  administration's  proposal. 

On  Monday  we  heard  from  a  group  of  administration  officials  who 
explained  the  need  for  the  increased  commitment  authority  the  Bank 
seeks.  Yesterday  a  group  of  witnesses  from  Labor  and  the  business 
community  discussed  Eximbank's  effect  on  the  U.S.  economy  and 
balance  of  trade,  how  competitive  the  Bank  is  with  other  official  export 
credit  institutions,  and  whether  it  is  taking  the  right  kind  of  risks. 

Today  we  are  fortunate  in  having  a  distinguished  group  or  visitors 
from  the  private  sector  who  will  explore  with  us  the  Bank's  competi- 
tiveness, the  appropriateness  of  the  risks  it  is  taking,  and  its  enects 
on  small  business.  % 

As  a  result  of  our  examination  of  this  morning's  issues  and  others 
we  will  hear  about  this  week,  we  will  draft  a  subcommittee  bill  in- 
corporating any  changes  or  additions  to  the  administration's  request 
that  we  may  find  necessary. 

We  will,  of  course,  ask  for  the  comments  of  our  witnesses  at  that 
time. 

I  would  like  to  welcome  you  all  this  morning  to  our  hearings,  and 
to  our  witnesses,  I  certainly  look  forward  to  your  testimony. 

(371) 
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I  believe  we  will  hear  from  Mr.  Douglas  Stucky,  vice  president  of 
First  Wisconsin  Bank  of  Milwaukee ;  and  Mr.  Stephen  H.  Goodman, 
director,  foreign  risk  analysis  and  treasury  planning  of  Singer  Corp., 
former  Vice  President  of  Policy  Analysis  at  the  Eximbank. 

I  believe  we  will  hear  from  these  two  witnesses  as  a  panel  and  other 
witnesses  later  on. 

Mr.  Stucky,  we  would  like  to  hear  from  you. 

STATEMENT  OF  DOUGLAS  STUCKY,  VICE  PRESIDENT,  FTRST  WIS- 
CONSIN NATIONAL  BANK,  MILWAUKEE,  WIS. ;  ON  BEHALF  OF  THE 
INTERNATIONAL  BANKING  DIVISION,  AMERICAN  BANKERS 
ASSOCIATION;  ACCOMPANIED  BT  JAMES  B.  SOMMERS,  EXECU- 
TIVE VICE  PRESIDENT,  NORTH  CAROLINA  NATIONAL  BANK, 
CHARLOTTE,    N.C. 

Mr.  Stucky.  Thank  you,  Mr.  Chairman. 

I  am  Douglas  Stucky,  vice  president  of  the  First  Wisconsin  National 
Bank  of  Milwaukee,  testifying  on  behalf  of  the  American  Bankers 
Association,  International  Banking  Division. 

Accompanying  me  is  Mr.  James  B.  Sommers,  executive  vice  presi- 
dent, North  Carolina  National  Bank,  Charlotte,  N.C. 

We  represent  the  American  Bankers  Association  which  consists  of 
roughly  92  percent  of  the  Nation's  14,000-plus  commercial  banks. 

I  should  like  to  present  a  brief  summary  which  highlights  the 
American  Bankers  Association's  formal  statement,  which  I  would  ask 
be  entered  into  the  record,  Mr.  Chairman. 

Chairman  Neal.  Without  objection,  we'll  enter  that  entire  state- 
ment in  the  record  immediately  preceding  your  comments. 

Mr.  Stucky.  Thank  you. 

We  appreciate  the  opportunity  to  present  the  association's  views  on 
H.R.  11384  to  extend  trie  life  and  to  increase  the  overall  authoriza- 
tion ceiling  of  the  Export-Import  Bank  of  the  United  States. 

Our  views  will  be  directed  at  four  principal  areas  as  it  relates  to 
the  general  subject  of  exports,  namely :  competition  in  export;  second, 
consistency  of  national  export  policy;  third,  Eximbank/commercial 
bank's  role  in  the  U.S.  export-financing  system ;  and  finally,  recom- 
mendations for  possible  Eximbank  program  modifications,  or  new 
programs. 

As  an  introduction  to  the  general  subject  of  exporting  of  trade,  I 
would  submit  a  simple  economic  rationale. 

National  income  by  definition  is  equal  to  the  sum  of  consumption 
expenditure,  investment,  Government  spending,  plus  net  exports.  If 
exports  rise,  by  definition,  national  income  must  rise.  As  national  in- 
come rises,  so,  too,  does  employment. 

At  present,  econometric  methodology  cannot  precisely  calculate  the 
number  of  jobs  created  for  each  extra  dollar  of  exports.  We  have  heard 
differing  figures  from  Commerce,  from  Treasury,  and  from  Eximbank. 
All  that  economists  tell  us  is  that  if  exports  rise,  employment  will  rise. 
Therefore,  what  we  should  be  asking  ourselves  today  is,  which  is  the 
best  way  to  foster  exports,  and  in  particular,  whether  increased  Exim- 
bank activity  is  a  good  way  to  accomplish  this. 
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We  should  direct  our  efforts  today  to  determining  if  increased  Ex- 
imbank  financing  will  augment  the  flow  of  exports,  or  will  it  simply 
replace  funds  presently  supplied  by  the  private  sector. 

We  contend  that  increased  Eximbank  activity  will  raise  rather 
than  displace  present  sources  of  finance  for  exports.  The  reason  for 
belief  is  that  with  even  greater  regularity  many  banks  are  today  ap- 
proaching their  country  limits  for  a  number  of  countries. 

On  the  subject  of  competition,  it  appears  to  me  as  time  passes  we 
will  find  more  U.S.  exports  becoming  noncompetitive  because  of  the 
increased  difficulty  exporters  will  experience  in  structuring  or  obtain- 
ing competitive  financial  packages  for  foreign  buyers. 
We  have  already  seen  some  early  signs  of  this. 

As  more  U.S.  banks  reach  their  country  limits,  this  problem  will 
grow  progressively  more  difficult. 

The  need  of  a  consistent  and  strong  national  policy  to  support  ex- 
ports and  exporters  throughout  the  United  States  is  essential  if  we  as 
a  nation  are  going  to  reestablish  a  reasonable  equilibrium  between  our 
imports  and  exports  and  thereby  reduce  our  balance  of  trade  deficit. 

What  is  the  role  of  Eximbank  and  the  commercial  bank  in  the  U.S. 
export-financing  system  ? 

The  Eximbank's  role  in  the  U.S.  financial  system  cau  be  summarized 
from  the  overview  of  regional  banks  and  the  money  center  banks  and 
the  types  of  export  credit  they  are  able  to  provide. 

Regional  and/or  medium-sized  banks  have  a  limited  capacity  for 
absorbing  large  amounts  of  foreign  risks.  This  limitation  is  based 
solely  on  their  size.  And  it  must  be  recognized  as  aprudent  and  actual 
restraint  in  taking  on  large  amounts  of  foreign  risk  relative  to  their 
own  balance  sheet  and  capitalization. 

In  addition,  a  regional  bank  does  not  have  the  resources  to  judge 
or  evaluate  the  risk  m  over  150  different  countries  of  the  world.  Thus, 
their  operations  are  often  limited  to  the  major  markets  for  U.S.  prod- 
ucts, coupled  with  certain  countries  in  which  they  have  a  particular 
interest  because  of  the  composition  of  their  domestic-based  business. 
Many  regional  banks  that  nave  actively  supported  exports  over  the 
years  have  built  up  large  loan  portfolios  in  certain  countries. 

Loan  portfolios  of  such  regional  banks  are  now  approaching  pru- 
dent limits.  Consequently,  their  capacity  to  expand  and  take  on  addi- 
tional foreign  risks  in  markets  where  there  is  a  continuing  need  and 
demand  for  U.S.  products  and  services  is  limited  unless  meaningful 
Eximbank  support  is  available  on  an  ongoing  basis. 

Regional  banks  throughout  the  United  States  handle  the  bulk  of  the 
financing  for  medium-  and  small-sized  exporters.  There  are  several 
reasons  why  this  is  the  case. 

These  include  the  location  and  size  of  such  exporters,  as  well  as  the 
size  of  their  export  transactions. 

We  feel  it  is  crucial  that  regional  banks  have  the  ongoing  support 
of  the  Eximbank  in  order  to  continue  to  service  such  small-  and  medi- 
um-sized exporters. 

What  of  the  role  of  money  center  banks  ? 

Money  center  banks  which  have  been  active  in  international  busi- 
ness for  years  may  be  approaching  their  capacity  for  prudently  ex- 
panding their  country  limits  in  certain  countries.  In  addition,  it 
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should  be  recognized  that  money  center  banks  syndicate  the  major 
project  credits  for  U.S.  exporters. 

Project  credits  are  the  arena  in  which  the  rest  of  the  industrialized 
world  is  giving  U.S.  exporters  tremendous  competition.  The  support, 
flexibility,  anu  availability  of  medium-  and  long-term  credits  for 
project  finance  is  most  important  to  the  money  center  and  larger 
regional  banks. 

The  ability  of  Eximbank  to  share  the  risk  and  provide  medium-  to 
long-term  financing  for  such  project  credits  is  essential  if  the  United 
States  expects  to  maintain  or  improve  its  competitive  export  position. 

In  short,  the  ability  of  the  commercial  banking  sector  to  provide 
export  credit  depends  in  large  measure  on  the  availability  of  a  full 
range  of  competitive  Eximbank  programs. 

The  American  Bankers  Association  would  like  to  submit  the  fol- 
lowing recommendations  on  behalf  of  legislation  of  the  Eximbank 
which  we  feel  can  improve  the  flow  of  exports  and  the  flow  of  finance. 

From  the  commercial  banking  standpoint,  the  following  suggestions 
are  submitted  as  viable  changes  to  enhance  the  applicability  of  Exim- 
bank programs  to  the  exporting  and  banking  communities. 

First,  switch  financing,  the  development  of  switch  cover  or 
financing  programs  to  reduce  the  direct  credit  exposure  of  both 
Eximbank  and  the  commercial  banks  with  a  foreign  dealer  or 
customer.  Such  programs  should  allow  products  sold  out  of  dealer 
inventory  during  the  initial  floorplan  periods  to  be  financed  in  the 
name  of  creditworthy  end  users. 

Second,  a  program  merger  of  the  cooperative  finance  facility  and 
the  bank-to-bank  quarantee  programs.  Presently,  Eximbank  offers 
both  a  cooperative  finance  facility  and  a  bank-to-bank  guarantee 
program  that  tends  to  create  unnecessary  paperwork  and  confusion  in 
the  minds  of  foreign  commercial  banks.  Eximbank  should  give  con- 
sideration to  formulating  a  single  revised  cooperative  finance  facility 
program  that  offers  the  best  features  of  the  CFF  and  BBG  programs, 
which  reduces  paperwork  for  both  foreign  and  U.S.  banks  as  well  as 
the  U.S.  supplier. 

Third,  the  export  expansion  facility.  It  is  recommended  that 
Eximbank  actively  utilize  the  $500  million  export  expansion  facility 
originally  approved  in  1968,  and  that  such  facility  be  converted  to  a 
permanent  revolving-type  fund.  Such  facility  should  operate  from 
the  premise  that  LDC  countries  and  buyers  present  special  risks  and 
require  special  credit  terms,  and  that  Eximbank  must  accept  greater 
but  acceptable  risks  and  exercise  more  flexibility  in  processing  re- 
quests from  LDC  interests. 

As  world  trade  grows,  one  can  presume  that  the  largest  percentage 
growth  will  occur  in  the  LDC  countries,  who  have  the  greatest  need 
to  import  equipment  and  technology  to  improve  the  development 
sta*re  of  their  economies.  Exporters  must  receive  the  strong  support  of 
Eximbank  to  provide  the  necessary  credit  coverage,  eince  sales  to  LDC 
markets  will  onlv  be  obtained  if  financing  is  available. 

The  discount  loan  program.  It  is  recommended  that  Fximbank  peek 
to  expand  its  present  level  of  authorization  for  diecount  lonn  facilities 
under  proper  budgetary  control  from  $500  million  to  $760  million. 
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This  is  based  on  a  number  of  premises  which  are  addressed  in  our 
formal  statement. 

The  development  of  a  supplier  credit  program  for  small-  and 
medium-sized  exporters.  It  is  recommended  that  Eximbank  give  con- 
sideration to  establishing  a  program  that  would  specifically  encourage 
commercial  banks  to  work  more  closely  with  small-  and  medium-sized 
exporters  in  conjunction  with  the  exporter's  local  bank  to  reduce  com- 
mercial exposure  to  such  banks  handling  the  transaction. 

And  finally,  a  feasibility  study  with  regard  to  a  mixed-credit 
facility.  Many  U.S.  exporters,  particularly  those  with  large  dollar- 
value  products  and  high-technology  systems,  have  increasingly  faced 
the  potential  or  actual  loss  of  large  orders,  and  consequently,  jobs  be- 
cause credit  insurers  in  such  countries  as  France,  Germany,  and 
Japan  are  able  to  offer  mixed  credits  in  the  same  project  package. 

We  believe  that  from  a  long-range  planning  standpoint,  it  would 
behoove  Eximbank,  on  behalf  of  commercial  banking  and  the  ex- 
porting community,  to  study  whether  the  United  States  should  not 
have  a  similar  competitive  tool  in  its  arsenal  of  export-credit  services. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  present  the  associa- 
tion's views.  We  will  endeavor  to  answer  any  questions  you  may  have 
on  this  testimony  or  the  pending  legislation  of  H.R.  11384. 

[The  prepared  statement  of  Mr.  Stucky,  on  behalf  of  the  Inter- 
national Banking  Division  of  the  American  Bankers  Association, 
follows:] 
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STATEM5OT  OF 

THE  AMKICAN  BANKERS  ASSOCIATION 

BEFORE  THE 

SUBCOMdTTEE  ON 

INTERNATIONAL  TRADE,  INVESTMENT  AND  MONETARY  POLICY 

HOUSE  COffHTTEE  ON 

BANKING,  FINANCE  AND  URBAN  AFFAIRS 


Mr.  Chairman,  I  am  Douglas  Stocky,  Vice  President,  First  Wisconsin 
National  Bank  of  Milwaukee,  testifying  on  behalf  of  the  American  Banloers 
Association's  International  Banking  Division.  Accompanying  roe  is  James  B. 
Sonmers,  Executive  Vice  President,  North  Carolina  National  Bank,  Charlotte, 
North  Carolina.  We  represent  the  American  Bankers  Association  which  consists 
of  roughly  92  per  cent  of  the  nation's  14,000  plus  conmarcial  banks. 

We  appreciate  the  opportunity  to  present  our  views  on  H.R.  11384,  to  extend 
the  life  and  authority  of  the  EXEM  Bank. 

National  income  by  definition  is  equal  to  the  sum  of  consumption  expenditure, 
investment,  government  spending,  plus  net  exports.  If  exports  rise,  by  definition, 
national  income  must  rise.  As  national  income  rises,  so  too,  does  employment. 

At  present,  econometric  methodology  cannot  precisely  calculate  the  number 
of  jobs  created  for  each  extra  dollar  of  exports.  All  that  economists  can  tell 
us  is  if  exports  rise,  employment  will  increase.  Therefore,  what  we  should  be 
asking  ourselves  is  which  is  the  best  way  to  foster  exports  and,  in  particular, 
whether  increasing  EXEM  Bank  lending  is  a  good  way  to  accomplish  this. 

We  should  direct  our  efforts  to  determining  if  increased  EXEM  Bank  financing 
will  augment  the  flow  of  export  finance  or  will  it  simply  replace  funds  presently 
supplied  by  the  private  sector. 

We  contend  that  increased  EXEM  Bank  activity  will  raise  rather  than  displace 
present  sources  of  finance.  The  reason  for  this  belief  is  that  with  even  greater 
regularity,  many  banks  are  approaching  their  country  limits  for  a  nunfeer  of 
countries. 
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I  refer  you  to  testimony  given  before  the  Senate  Subcommittee  on  International 
Finance  of  the  Conmittee  on  Banking,  Housing  and  Urban  Affairs  (August  29-30,  1977) . 

At  that  time,  John  C.  Haley,  Executive  Vice  President  of  Chase  Manhattan  Bank 
said,  "I  do  believe  that  the  very  active  lending  that  is  taking  place  cannot  be 
repeated  in  the  same  magnitude  over  the  next  three  years,  as  has  occurred  over 
the  past". 

Under  Secretary  of  State  for  Economic  Affairs,  Richard  N.  Cooper,  at  those 
same  hearings  reported,  "  ...some.,  .banks  are  approaching  prudent  limits  in  the 
amount  of  their  lending  to  individual  countries,  while  at  the  same  time  they  may 
still  not  be  willing  to  lend  to  others  in  order  to  achieve  more  diversification". 

I  could  continue  to  quote  from  other  witnesses  that  appeared  before  that 
subcommittee,  all  with  similar  stories  to  tell.  With  increasing  frequency  banks 
are  reaching  their  country  limits.  In  many  cases,  these  limits  are  being  reached 
in  those  countries  which  happen  to  be  heavy  borrowers.  Some  of  those  countries 
are  growing  and  dynamic,  and  as  a  consequence,  show  the  best  premise  as  growth 
markets  for  U.S.  exports. 

Do  banks  establish  limits  because  they  fear  non-repayment?  Not  at  all.  A 
bank  is  a  financial  institution  with  special  fiduciary  responsibilities  to  its 
depositors.  Oie  element  of  this  responsibility  requires  that  a  bank  diversify 
rather  than  concerntrate  its  assets. 

It  appears  to  me  as  time  passes,  we  will  find  more  U.S.  exports  beconnring 
non-competitive  because  of  the  increased  difficulty  exporters  will  experience  in 
structuring  competitive  financial  packages  for  foreign  importers.  We  are  already 
seeing  some  early  signs.  As  more  U.S.  banks  reach  their  country  limits,  the 
problem  will  grow  progressively  worse. 

Action  must  be  taken  now  to  avert  a  potential  export  finance  crisis  in  the 
near  future. 

The  development  of  a  consistent  and  strong  national  policy  to  support  exports 
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and  exporters  throughout  the  United  States  is  essential  if  we  aze  going  to 
restablish  a  reasonable  equilihriim  between  our  imparts  and  exports,   and  thereby 
reduce  our  balance  of  payment  deficit. 

It  is  important  to  emphasize  that  the  EXEM  Bank  can  play  a  critical  role  in 
supporting  exports.  The  private  banking  system  currently  handles  the  bulk  of 
export  financing  from  the  United  States.  However,  there  are  many  sectors  of 
the  banking  and  exporting  oomnunity  which  rely  heavily  on  in  the  EXEM  Bank. 
Additionally,  there  are  certain  structural  changes  in  the  international  banking 
environment  which  will  require  a  stronger  and  more  flexible  EXZM  Bank.  The  EXZM 
Bank's  role  in  the  U.S.  financial  system  can  be  summarized  in  the  following  areas: 

(1)  Regional  banks  -  regional  and/or  medium  size  banks  have  a  limitftrt 
capacity  for  absorbing  large  amounts  of  foreign  risk.  This  limitation  is  based 
solely  on  their  size,  and  it  must  be  recognized  as  a  prudent  and  actual  restraint 
in  taking  on  large  amounts  of  foreign  risk  relative  to  their  own  balance  sheet 
and  capitalization.  IN  addition,  a  regional  bank  does  not  have  the  resources  to 
judge  the  risk  in  over  150  different  countries.  Thus,  their  operations  are  often 
limited  to  the  major  markets  for  United  States  products,  coupled  with  certain 
countries  in  which  they  may  have  a  particular  interest  because  of  the  composition 
of  their  domestic  based  business.  Many  regional  banks  that  have  actively  supported 
exports  over  the  years  have  built  up  sizeable  loan  portfolios  in  certain  fbxeigi 
countries.  Many  country  exposures  of  such  regional  banks  are  now  approaching  at 
prudent  limits.  Consequently,  the  capacity  to  expand  in  foreign  markets  where 
there  is  a  continuing  demand  for  U.S.  products  and  services  is  limited. 

Regional  banks,  throughout  the  United  States,  handle  the  bulk  of  the  financing 
for  medium  and  small  exporters.  There  are  several  reasons  why  this  is  the  case. 
Some  of  them  include  location  and  size  of  these  exporters  as  well  as  the  size 
of  the  transactions.  It  is  crucial  that  regional  banks  have  the  support  of 
the  EXIM  Bank  in  order  to  continue  to  service  the  small  to  medium  size 
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exporters. 

(2)  Money  Center  Banks  -  Money  center  banks  which  have  been  active  in 
international  business  for  years  nay  be  approaching  their  capacity  for  prudently 
expanding  their  country  risk  in  certain  countries.  In  addition,  money 
center  banks  lead  the  major  export  project  loans  for  United  States  exporters. 
This  is  an  area  in  which  the  rest  of  the  industrialized  world  is  giving  the 
United  States  increased  competition.  The  support,  flexibility  and  availability 
of  medium  term  facilities  for  project  finance  is  most  important  to  the  money 
center  banks.  The  ability  for  the  EXIM  Bank  to  share  the  risk  and  provide 
medium  to  long  term  financing  for  these  project  loans  will  be  needed  if  the 
United  States  is  going  to  maintain  a  competitive  position  in  this  market.  In 
short,  the  ability  of  the  commercial  banking  sector  to  provide  viable  export 
finance  depends,  in  large  measure,  on  the  full  range  of  EXIM  Bank's  activities. 

The  Mministration'  s  budget  for  fiscal  1979 ,  pending  before  the  Congress , 
includes  the  following  authorizations  for  EXIM  Bank  operations? 

1.  Direct  credit  authorizations  of  $3.8  billion  (compared  to  $700  million 
authorized  in  FY  1977) ; 

2.  Guarantee  and  insurance  authorizations  of  $7.8  billion  (compared  to 
$6.7  billion  authorized  in  FY  1977);  and 

3.  Discount  Loan  Authorizations  of  $500  million  compared  to  $473.5  million 
in  FY  1977. 

The  Adidnistration  by  mean  of  H.R.  11384  is  seeking  the  extension  of  EXIM 
Bank's  life  and  authority  as  follows: 

1.  to  increase  the  Bank's  overall  comrvitment  authority  from  $25  billion 
to  $40  billion; 

2.  to  increase  the  Bank's  authority  to  issue  guarantees  and  insurance,  which 
are  subject  to  fractional  reserves,  from  $20  billion  to  $25  billion;  and 
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3.  to  extend  the  Bank's  life  from  September  30,  1978,  to  Septenter  30,  1983 

(five  years) . 
These  proposals  are  especially  welcome  news  to  the  exporting  and  hanking 
communities  in  the  United  States;  it  clearly  indicates  that  the  Federal  Government 
recognizes  the  urgency  for  a  strong  export  policy.  The  Federal  Government, 
exporting  community,  and  the  banking  community  must  develop  a  close  working 
relationship  if  this  nation's  projected  trade  deficit  of  $35  billion  or  more 
is  to  be  reversed  in  1978  and  in  future  years.  The  future  strength  of  the 
dollar  is  irretrievably  tied  to  the  robustness  of  the  nation' s  export  performance, 
and  the  strength  of  our  export  performance  is  closely  linked  to  the  availability 
of  flexible  and  attractive  export  finance  assistance  from  the  EXD4  Bank.  EXXM 
Bank  has  not  consistently  provided  this  assistance  in  the  past. 

EXIM  Bank  support  of  export  loans  is  becoming  more  and  more  crucial  as  the 
size  and  term  of  such  transactions  increase  and  lengthen.  .  EXZM  Bank  deals  with 
over  300  U.S.  banks  in  the  administration  of  its  various  programs.  Its  activities 
tend  to  break  out  by  class  of  banks  as  follows: 

Regional  Banks  -  heavy  users  of  the  supplier  credit  programs  (commercial 
bank  guarantee,  discount  loan  and  bank-to-bank  guarantees)  and  occasional 
users  of  the  direct  loan  and  financial  guarantee  programs. 

Msney  Center  Banks  -  heavy  users  of  the  direct  loan  and  financial  guarantees 

programs,  and  regular  users  of  the  supplier  credit  programs 

The  nature  of  EXIM  Bank  programs,  and  the  service  needs  of  exporters, 

generally  dictate  that  the  supplier  credit  programs  should  be  most  actively 

used  by  regional  banks. 

The  potential  sales  financed  under  these  programs,  which  generally  range 

from  $50,000  to  $500,000,  are  of  such  size  that  it  is  often  not  economical  or 
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efficient  for  a  money  center  bank  to  handle  such  financing  or  to  justify  the 
travel  and  other  expenses  of  sending  one  of  its  officers  to  the  exporter's  office 
to  evaluate  the  credit  request  of  the  buyer. 

Also,  the  transaction  is  often  of  a  non-standardized  nature  and  requires  a 
bank  to  have  a  very  flexible  loan  policy  or  management  that  is  readily  available 
to  approve  deviation  from  existing  loan  policies. 

Thus,  geographical  proximity  and  management  flexibility  are  the  key  elements 
in  the  use  of  EXIM  Bank' s  supplier  credit  programs  by  exporters.  The  regional 
bank  has  a  "built-in  advantagen  in  its  ability  to  handle  such  business  for  an 
area  exporter.  The  regional  banks,  as  officials  of  EXZM  Bank  can  willingly  attest, 
increasingly  are  prime  suppliers  of  applications  for  and  funding  of  EXZM  Bank's 
supplier  credit  programs.  The  so-called  "money  center"  banks  are  still 
active  and  important  users  of  the  supplier  credit  programs,  especially  for  the 
multi-million  dollar  transactions  where  regional  banks  may  not  consistently  have 
the  capacity  to  handle  an  unlimited  number  of  transactions. 

The  direct  lean  and  financial  guarantee  programs  of  EXZM  Bank,  when  combined 
with  the  funding  capacity  and  the  specialty  skills  of  the  staff  of  a  money  center 
bank,  make  it  possible  for  U.S.  goods  and  services  to  be  marketed  worldwide. 

Regional  banks  have  certain  inherent  advantages  to  effectively  use  the 
supplier  credit  programs.  On  the  other  hand,  the  money  center  and  the  largest 
regional  banks  have  certain  unique  characteristics  that  enable  them  to  be  the 
largest  and  most  active  users  of  the  direct  loan  and  financial  guarantee  program 
of  EXZM  Bank.  Those  characteristics  would  primarily  be: 

1.  The  ability  to  raise  larger  supplies  of  lendable  funds  needed  to 
finance  huge  project  credits. 

2.  A  staff  of  industry  specialists  and  engineers  who  can  best  evaluate  the 
economic  feasibility  of  a  particular  project  to  earn  out  or  repay  the 
underlying  credits. 
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3.  A  superior  knowledge  of  local  laws  and  customary  business  practices  so 
as  to  enable  a  more  comprehensive  and  effective  loan  agreement  to  be 
executed  for  the  protection  of  all  lenders  in  a  project  credit. 

4.  One  ability  to  properly  assess  and  partially  absorb  the  political  and 
sovereign  credit  risk  related  to  a  large  project. 

5.  The  banking  contacts  or  clout  to  form  a  credit  syndicate  that  can  arrange 
the  entire  funding  of  the  project  for  the  buyer  or  project  agent. 

The  ability  of  money  center  banks  to  form  large  syndicates  to  fund 
projects  such  as  oil  exploration,  long  distance  pipelines,  mining  developments  and 
processing  plants,  gas  liquification  plants,  fertilizer  plants,  and  other  large 
projects  is  directly  tied  to  their  ability  to  receive  meaningful  support  or  cover 
and  interest  rate  support.  The  money  center  banks  count  heavily  on  having  regional 
banks  as  participants  in  such  project  credits.  In  turn,  regional  banks  are 
generally  willing  to  participate  in  such  financing  operations  only  if  EXXM  Bank 
support  is  available  to  assure  repayment  of  most  of  their  credit  exposure  in 
such  large,  long  term  project  credits. 

We  would  also  like  to  stress  a  few  reiriit tonal  points,  which  are  so  basic  but 
which  are  often  ignored: 

1.  If  other  things  are  equal,  i.e.  price,  delivery,  product  quality,  product 
service  support,  etc,  then  financing  N»nomfts  the  pivotal  factor  in 

determing  who  receives  the  order. 

2.  The  stronger  the  export  earnings  of  the  U.S.  the  stronger  position  our 
nation  is  in  to  pay  for  its  essential  imports,  especially  for  energy 
supplies  and  mineral  resources  needed  to  keep  our  highly  developed 
economy  operating  at  efficient  and  profitable  levels. 

3.  The  stronger  the  U.S.  export  earnings  position,  the  better  government 
will  be  able  to  keep  inflation  and  unemployment  under  reasonable  control, 
vis-a-vis  our  major  trading  partners. 
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Fran  tiie  commercial  banking  standpoint  the  following  suggestions  are  sub- 
mitted as  viable  changes  to  enhance  the  applicability  of  EXIM  Bank  programs  to 
the  exporting  and  banking  ccmnunities: 

1.  Switch  Financing 

The  development  of  a  switch  cover/ financing  program  to  reduce  the  direct 
credit  exposure  of  both  EXIM  Bank  and  the  commercial  bank  with  a  foreign 
dealer.  Such  programs  should  allow  products  sold  out  of  dealer  inventory, 
during  the  initial  floor  plan  period,  to  be  financed  in  the  name  of  credit- 
worthy final  users. 

2.  Cooperative  Finance  Facility  (CFF)  and  Bank-to-Bank  Guarantee  (BBG) 
Program  Merger 

Presently  EXIM  Bank  offers  both  CFF  and  BBG  programs  that  tend  to  create 
unnecessary  paperwork  and  confusion  in  the  minds  of  foreign  conmercial 
banks.  EXIM  Bank  should  give  consideration  to  formulating  a  CFF  program 
that  offers  the  features  of  the  CFF  and  BBG  programs  as  to  all  inclusive 
financing  costs  and  minimal  paperwork  for  both  the  foreign  and  U.S.  banks 
as  well  as  the  U.S.  supplier. 

3.  Special  Fund  for  Credits  to  Less  Developed  Countries  (UX) 

It  is  reccnraended  that  EXIM  Bank  actively  utilize  the  $500  million  Export 
Expansion  Facility  originally  approve  in  1968,  and,  that  such  facility  be 
converted  to  a  permanent  revolving  type  fund.  Such  facility  should 
operate  from  the  premise  that  LDC  countries  and  buyers  present  special 
risks  and  credit  terms  that  require  EXIM  Bank  to  accept  greater, _but 
acceptable,  risks  and  exercise  more  flexibility  in  processing  such  requests. 
As  world-wide  trade  grows,  one  can  presume  that  the  largest  precentage 
growth  will  occur  in  the  LDC  countries  who  have  the  greatest  need  to  import 
equipment  and  technology  to  improve  the  development  stage  of  their  economies. 
Exporters  must  receive  the  strong  support  of  EXIM  Bank/FCIA  to  provide 
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the  necessary  credit  coverage  since  sales  to  LDC  markets  will  only  be 
obtained  if  financing  is  available. 

4.  Discount  Loan  Program 

Ct  is  recommended  that  EXIM  Bank  seek  to  expand  its  present  level  of 
authorization  for  discount  loan  facilities,  under  budgetary  control,  from 
$500  million  to  $750  million. 
This  is  based  on  the  following  realities  in  the  world  of  export  financing: 

a)  product  values  are  regularly  increasing  because  of  inflation,  therefore, 
aggregate  discount  loans  will  rise. 

b)  since  the  Administration  has  instructed  the  EXIM  Bank  to  increase  the 
relative  amount  of  exports  it  finances,  it  follows  that  enlarged  dioount 
loan  authorizations  will  be  needed  to  support  increased  activity. 

c)  buyers  in  high  inflation  economies  generally  require  fixed  interest  rate 
credits,  thus  if  U.S.  banks  are  to  handle  this  type  of  business,  they 
require  the  fixed  rate  protection  afforded  by  the  Discount  Loan  Program. 

5.  Supplier  Credit  Program  for  Small  and  Medium  Size  Exporters 

It  is  recomnended  that  EXIM  Bank  give  consideration  to  establishing  a 
special  program  that  would  specifically  encourage  commercial  banks  to  work 
more  closely  with  small  to  medium  size  exporters. 
For  Instance,  exporters  not  located  in  proximity  to  a  commercial  bank  active 
in  international  lending  are  unable  to  offer  financing  to  foreign  buyers,  Tto 

encourage  banks  located  outside  of  the  area  of  the  exporter  to  seek  this  kind  of 
business,  EXIM  Bank/PCLA  should  develop  a  program  that  involves  reduced  country 
risk,  not  to  exceed  5%  of  credit,  for  the  commercial  bank  providing  such 
financing.  EXIM  Bank  should  encourage  the  primary  commercial  bank  to  invite  the 
exporter's  principal  bank  into  the  credit  as  a  participant  also.  The  benefit  of 
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such  a  program,  the  details  of  which  should  be  worked  out  by  EXEM  Bank  and  a 
representative  banking  industry  group,  would  hopefully  attract  more  banks  to  use 
the  other  programs  of  EXHi  Bank  plus  seeing  to  it  that  more  U.S.  firms  become 
involved  in  exporting. 
6.  Originate  a  "Mixed  Credit"  Facility  Feasibility  Study 

Many  exporters,  particularly  those  with  large  dollar  value  products  or  higji 
technology  systems,  have  increasingly  faced  the  potential  or  actual  loss  of 
large  order  because  credit  insurers  in  countries  such  as  France,  Germany  and 
Japan  are  able  to  offer  mixed  credits  in  the  same  product  package.  The 
benefits  are  obvious  to  the  buyer  and  to  the  Finance  Ministry;  lower  interest 
costs  and  more  favorable  debt  service. 

Because  the  trend  for  "mixed  credits"  is  increasing,  it  is  reconxnended  that 
EXTM  Bank  conduct  a  study  to  determine  if  it  is  feasible  to  offer  such  a  facility, 
if  such  a  program  would  allow  U.S.  exporters  to  be  competive  in  other  countries, 
and  whether  such  a  program  would  meet  the  national  interests  and  priorities  of  the 
united  States. 

Thank  you  for  the  opportunity  to  present  our  views.  We  will  be  happy  to 
respond  to  any  questions  concerning  this  legislation. 
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Chairman  Neal.  Thank  you,  Mr.  Stucky. 

At  this  time  I  think  we  would  like  to  hear  from  Mr.  Goodman,  and 
then  we  will  question  both  of  you. 

Please  feel  free  to  summarize.  We  are  running  into  some  time  prob- 
lems again  this  morning.  The  House  is  voting  at  10  o'clock,  so  we  may 
have  some  interruptions. 

STATEMENT  OF  STEPHEN  H.  GOODMAN,  DIEECTOE  OF  FOREIGN 
BISK  ANALYSIS  AND  TEEASTJBT  PLANNING,  THE  SINGEE  CO. 

Mr.  Goodman.  Mr.  Chairman  and  members  of  the  subcommittee,  it 
is  a  pleasure  to  be  here  today  to  offer  by  personal  views  on  the  role 
of  the  Export-Import  Bank  in  the  current  economic  environment. 

I  will  summarize  my  prepared  statement  which  deals  with  what  I 
believe  Eximbank's  primary  mission  is  and  what  it  is  not. 

I  ask  that  my  prepared  statement  be  inserted  in  the  record. 

Chairman  Neal.  Without  objection,  we  will  put  the  entire  statement 
in  the  record. 

Mr.  Goodman.  Thank  you,  Mr.  Chairman. 

It  is  necessary  to  discuss  the  role  of  the  Bank  because  the  legislative 
mandate,  the  Export-Import  Bank  Act,  is  sufficiently  broad  to  accom- 
modate a  wide  variety  of  missions.  This  is  not  a  criticism  of  the  act. 
Indeed,  it  is  one  of  its  strengths. 

I  believe  the  primary  mission  of  the  Bank  today  must  be  to  assume 
those  commercial  and  political  risks  that  exporters  or  private  financial 
institutions  are  unwilling  or  unable  to  undertake. 

The  Export-Import  Bank  is  not,  nor  should  it  be,  an  aid  institution 
providing  relief  to  the  poorest  countries.  The  Bank,  however,  has  a 
vital  role  to  play  in  supplementing  private  capital  in  financing  credit- 
worthy projects  in  the  commercial  developing  countries  and  the 
smaller  industrial  countries. 

American  exporters  and  lenders  have  an  exaggerated  assessment 
of  the  risk  of  lending  in  these  countries.  Numerous  studies  and  Exim- 
bank's own  experience  suggest  that  exporters  and  investors  in  the 
United  States  overestimate  the  risk  of  foreign  financing  because  they 
have  inadequate  information  and  experience,  and  a  bias  in  favor  of 
the  large  domestic  market. 

This  exaggerated  assessment  of  risk  and  the  current  criticism  of 
bank  lending  to  these  countries  by  bank  regulators,  security  analysts, 
and  politicians  may  contribute  to  a  general  shortfall  of  export  financ- 
ing, particularly  the  long-term  financing  and  financing  for  small-  and 
medium-sized  exporters.  And  it  raises  the  costs  of  available  export 
credit. 

Eximbank  should  try  to  neutralize  the  effects  of  any  excessive  /iak 
premium  or  other  artificial  obstacles  in  export  financing.  In  so  doing, 
the  Bank  will  benefit  both  the  United  States  and  the  recipient  econ- 
omies as  well  as  the  world  economy. 

It  is  especially  important  today  that  Eximbank  financing  be  avail- 
able for  those  creditworthy  projects  that  cannot  be  financed  in  the 
private  sector.  Having  failed  to  promote  more  rapid  growth  in  the 
prospective  locomotive  economies  of  Germany  and  Japan,  the  United 
States  must  now  seek  to  release  the  underlying  momentum  in  the  cars 
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of  the  world  economic  train,  including  the  developing  nations  of  the 
world  and  the  smaller  industrial  countries. 

Increased  economic  growth  in  these  countries  would  add  to  U.S. 
and  other  industrial  countries'  exports,  and  these  larger  exports  would, 
in  turn,  have  a  multiplier  effect  on  business  investment  and  growth 
and  American  exports. 

Is  Eximbank  today  doing  an  adequate  job  in  assuming  commercial 
and  political  risks?  An  adequate  job,  yes.  But  I  think  it  can  do  sub- 
stantially more. 

The  bulk  of  Eximbank  credits  are  properly  directed  to  the  middle- 
tier  countries,  the  commercial  developing  countries,  and  the  smaller 
industrial  countries.  But  some  creditworthy  projects  in  these  nations 
are  being  turned  away  as  the  Bank  continues  to  ration  the  availability 
of  its  support. 

At  the  same  time,  Eximbank,  in  an  effort,  in  part,  to  maintain  and 
enhance  the  quality  of  its  portfolio,  channels  a  growing  share  of  re- 
sources to  projects  in  the  more  advanced  countries,  which  are  well 
within  the  capability  of  private  lenders. 

Occasionally,  one  hears  of  Eximbank  competing  with  private  banks 
on  projects  in  developed  countries.  The  desire  to  maintain  and  enhance 
portfolio  quality  is  understandable  and  represents,  in  part,  a  response 
to  the  congressional  desire  for  businesslike  management.  You  do  not 
need  an  Eximbank,  however,  that  is  merely  a  Government-subsidized 
commercial  bank. 

The  spectrum  of  risks  in  Eximbank's  portfolio  should  be  shifted 
somewhat  so  that  transactions  with  commercially  acceptable  risks  are 
left  to  the  private  sector,  while  the  Bank  assumes  additional  exposure 
in  support  of  U.S.  exports  in  the  middle-tier  countries  for  whom 
adequate  financing  is  not  available  in  the  private  market. 

This  will  increase  the  overall  risk  the  Bank  faces,  but  I  believe  both 
that  the  risks  to  be  assumed  are  reasonable  and  that  the  Bank  is  well- 
positioned  to  assume  these  risks.  The  economic  outlook  for  the  develop- 
ing countries,  in  particular,  has  improved  considerably. 

Adjustments  in  economic  policies  have  enabled  these  countries  to 
slash  their  current  account  deficits  by  more  than  one-third  since  1975. 

The  growth  of  developing  country  debt  has  consequently  slowed 
considerably.  Indeed,  the  ratio  of  developing  country  exports  to  defot. 
which  I  think  is  a  critical  measure  of  the  ability  to  service  debt, 
is  actually  significantly  greater  today  than  it  was  in  1971,  before  the 
oil  crisis  and  the  big  increase  in  the  nominal  value  of  bank  to  the 
developing  countries. 

Projections  of  developing  countries'  exports  and  debt  to  1980  indi- 
cate that  the  developing  countries,  with  adequate  financing,  should 
be  able  to  grow  above  their  historic  rate,  providing  a  growing  market 
for  the  exports  of  the  major  industrialized  countries,  without  any 
deterioration  in  the  critical  exports-to-debt  ratio. 

Eximbank  is  financially  well-positioned  to  assume  the  reasonable 
risks  associated  with  increasing  the  availability  of  export  financing 
for  the  middle-tier  countries.  A  study  undertaken  by  Eximbank  last 
year  showed  that  the  Bank  would  have  to  sustain  a  loss  of  over  $3  bil- 
lion in  1980,  or  over  $7  billion  in  1985,  before  having  to  go  back  to  the 
Congress  to  ask  for  additional  capital. 
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Losses  of  this  magnitude  are  unlikely,  even  if  the  Bank  should  in- 
crease the  availability  of  financing  to  the  middle-tier  countries. 

The  need  to  assume  those  commercial  and  political  risks  that  export- 
ers or  private  financial  institutions  are  unable  or  unwilling  to  under- 
take justifies  Eximbank's  active  support  of  U.S.  exports,  but  it  does 
not  justify  below-market  interest  rates  and  fees. 

Indeed,  the  Bank's  other  directives,  particularly  the  mandate  to 
supplement  and  encourage  but  not  compete  with  private  capital  and 
the  desirability  and  overall  efficiency  of  allowing  the  market  to  allocate 
capital  as  well  as  other  scarce  resources,  suggests  that  Eximbank 
should  be  a  lender  of  last  resort. 

It  should  charge  somewhat  above  market  interest  rates  and  fees.  To 
offer  preferential  financing  would  provide  an  incentive  for  borrowers 
to  choose  an  Eximbank  credit  over  a  private  credit,  solely  because  it  is 
cheaper  regardless  of  the  ability  and  willingness  of  commercial  lenders 
to  assume  the  necessary  risks.  The  requirement  in  the  Export-Import 
Bank,  that  Eximbank  be  competitive,  creates  a  dilemma  for  Exim- 
bank. The  favorable  terms  necessary  to  meet  foreign  competition  un- 
avoidably make  the  Bank  a  borrower's  first  choice  for  funds. 

Eximbank  has  generally  taken  the  position  that  the  competitiveness 
objective  is  primary  and  that  it  must  design  competitive  programs. 
To  require  proof  of  competition  in  each  case  or  even  for  a  group  of 
cases  was  thought  to  be  too  time  consuming,  self-defeating,  and  im- 
practical. While  it  may  be  desirable  to  provide  competitive  financing 
on  equity  grounds,  I  do  not  believe  the  competitiveness  objective 
should  be  primary. 

The  competitiveness  objective  certainly  has  little  economic  merit, 
because  other  countries  provide  preferential  financing  for  their  ex- 
ports is  no  economic  justification  for  the  United  States  to  do  the  same. 

I  believe  the  conflict  in  the  Export-Import  Bank  Act  between  the 
competitiveness  objective  and  the  Bank's  other  directives  should  be 
resolved  in  the  legislation  now  being  considered.  It  should  be  made 
clear  to  the  Bank's  directors  that  the  primary  mission  of  the  Export- 
Import  Bank  is  to  assure  the  availability  of  adequate  financing  by 
supplementing  private  capital  and  assuming  commercial  and  political 
risks. 

Many  other  roles  have  been  suggested  for  the  Bank.  Two  of  these  in- 
clude contributing  to  an  improvement  in  the  U.S.  balance  of  pay- 
ments and  stimulating  U.S.  output  and  employment. 

I  would  like  to  comment  briefly  on  the  appropriateness  of  these  two 
roles  for  the  Bank  in  the  current  environment.  Eximbank's  programs 
cannot  be  effectively  used  to  improve  the  balance  of  payments,  particu- 
larly in  the  short  rim.  The  exports  stimulated  through  the  Bank's  pro- 
grams will  generally  only  be  shipped  after  a  lag  and  will  generate 
the  bulk  of  their  balance  of  payments  receipts  only  when  the  credits 
are  repaid,  often  many  years  later. 

Eximbank  credits  may  actually  accentuate  the  sharp  swings  in  U.S. 
balance  of  pavments  performance  and  the  value  of  the  dollar  by  shift- 
ing receipts  from  period  of  balance  of  payments  stringency  and  a 
depreciating  dollar  to  periods  of  balance  of  payments  strength  and 
a  rising  dollar. 
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Eximbank's  programs,  similarly,  cannot  be  used  effectively  to  stimu- 
late output  and  employment.  The  impact  of  Bank  decisions  is  gen- 
erally delayed,  making  it  difficult  if  not  impossible  to  achieve  the  re- 
quired fine  tuning.  There  is  no  evidence  whatever  that  Eximbank 
programs  are  inherently  countercyclical  in  nature.  Although  the  ex- 
ports stimulated  by  these  programs  may  help  to  cushion  a  recession, 
they  also  exacerbate  inflationary  pressures  during  periods  of  rapid 
expansion. 

Indeed,  the  level  of  Eximbank  support  was  greater  during  the  infla- 
tionary boom  in  1974-75  than  during  the  recent  downturn. 

Gentlemen,  I  have  appreciated  this  opportunity  to  present  my  views 
and  would  certainly  welcome  any  questions. 

[The  prepared  statement  of  Mr.  Goodman  follows :] 
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Statement  of  Stephen  H.  Goodman 

Before  the 

Subcommittee  on  International  Trade,  Investment 

and  Monetary  Policy  of  the 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.  S.  House  of  Representatives 


Mr.  Chairman,  Members  of  the  Committee,  it  is  a  pleasure  to  be  here 
today  to  offer  my  personal  views  on  the  role  of  the  Export-Import  Bank 
in  the  current  economic  environment.   I  will  use  this  opportunity  to 
indicate  what  I  believe  Eximbank's  primary  mission  is — and  what  it  is 
not — and  also  to  comment  briefly  on  some  of  the  mechanical  aspects  of 
the  Bank's  operations. 

Eximbank's  Role 

It  is  necessary  to  discuss  the  role  of  the  Bank  because  the  legislative 
mandate,  the  Export -Import  Bank  Act,  is  sufficiently  broad  to  accommodate 
a  wide  variety  of  missions.   This  is  not  a  criticism  of  the  Act;  indeed, 
one  of  the  strengths  of  the  Export -Import  Bank  Act  is  that  it  has 
allowed  the  Bank  to  play  different  roles  and  pursue  different  objectives 
throughout  its  44-year  history  in  response  to  changes  in  the  national 
and  international  economic  environment  and  to  changing  national  priorities. 

I  believe  the  primary  mission  of  the  Bank  today  must  be  to  assume  those 
commercial  and  political  risks  that  exporters  or  private  financial 
institutions  are  unwilling  or  unable  to  undertake.  The  Export-Import 
Bank  is  not,  nor  should  it  be,  an  aid  institution  providing  relief  to 
the  poorest  countries.   The  Bank,  however,  has  a  vital  role  to  play  in 
supplementing  private  capital  in  financing  creditworthy  projects  in  the 
commercial  developing  countries  and  the  smaller  industrial  countries-- 
those  developing  and  industrial  countries  who  have  access  to,  and 
rely  on,  commercial  financing  to  cover  a  portion,  but  not  all,  of  their 
foreign  exchange  requirements.   In  this  group  of  countries  I  would  include: 
Argentina,  Brazil,  Chile,  Colombia,  Mexico,  Peru,  the  Philippines,  Spain, 
South  Korea,  Taiwan  and  Thailand,  among  others. 

American  exporters  and  lenders  have  an  exaggerated  assessment  of  the  risk 
of  lending  in  these  countries.  Of  course,  there  is  no  way  to  definitely 
determine  the  extent  to  which  risk  assessments  are  in  fact  not  actuarially 
based,  but  a  number  of  studies  and  Eximbank's  own  experience  does  suggest 
that  exporters  and  investors  in  the  United  States  overestimate  the  riak 
of  foreign  financing  because  they  have  inadequate  information  and  experience 
and  are  biased  in  favor  of  the  large  domestic  market.  This  exaggerated 
assessment  of  risk  and  the  current  criticism  of  bank  lending  to  these 


Digitized  by  VjOOQ IC 


391 

countries  by  bank  regulators,  security  analysts  and  politicians,  may 
contribute  to  a  general  shortfall  of  export  financing,  particularly 
long-term  financing  and  financing  for  small  and  medium- sized  exporters 
and  raise  the  cost  of  available  export  credit. 

Eximbank  should  try  to  neutralize  the  effect  of  any  excessive  risk 
premium  or  other  artificial  obstacles  in  export  financing.   In  so  doing, 
the  Bank  will  both  benefit  the  U.  S.  and  recipient  economies  as  well 
as  the  overall  world  economy. 

A  study  last  year  of  credit  applications  turned  down  by  Eximbank  be- 
cause the  risks  were  perceived  by  the  Bank  to  be  too  high  showed  that 
not  one  was  able  to  go  forward  with  U.  S.  sourcing.  For  these  projects 
Eximbank  financing  was  clearly  the  critical  missing  ingredient.  About 
one  half  of  the  projects  were  cancelled  or  postponed  and  the  other  half 
went  forward  using  foreign  export  financing  but  also  foreign  sourcing. 

Promoting  a  Worldwide  Recovery 

It  is  especially  important  today  that  Eximbank  financing  be  available 
for  those  creditworthy  projects  that  cannot  be  financed  in  the  private 
market.   Having  failed  to  promote  more  rapid  growth  in  the  prospective 
locomotive  economics  of  Germany  and  Japan,  thereby  slowing  the  recovery 
from  the  world  recession  and  imposing  strains  on  the  U.  S.  economy — par- 
ticularly, the  balance  of  payments  and  the  exchange  value  of  the  dollar-- 
the  United  States  must  now  seek  to  release  the  underlying  momentum  in 
the  other  cars  in  the  world  economic  train,  including  the  developing 
nations  and  the  smaller  industrial  countries. 

Increased  economic  growth  in  these  countries  would  add  to  U.  S.  and 
other  industrial  country  exports.  And  these  larger  exports  would,  in 
turn,  have  a  multiplier  effect  on  business  investment   growth  and 
American  exports.   The  developing  nations  and  the  snjaller  industrial  countries 
although  willing  to  incur  substantial  budget  and  ba lane e~o£ -payments 
deficits  to  exploit  their  underutilized  resources  wi   be  unable  to  do 
so--to  the  extent  that  they  would  like  and  is  justified  by  their  under- 
lying economic  strength — in  the  absence  of  Eximbank  and  other  appropriate 
financing  support. 

Success  in  Achieving  Its  Role 

Is  Eximbank  today  doing  an  adequate  job  in  assuming  commercial  and 
political  risks?  An  adequate  job,  yes,  but  I  think  it  can  do  sub- 
stantially mote   The  bulk  of  Eximbank  credits  are  properly  directed 
to  the  middle  tier  countries  -the  commercial  developing  countries  and 
the  smaller  industrial  countrieg--bu  some  creditworthy  projects  in 
these  nations  are  being  turned  avay  as  the  Bank  continues  to  ration 
the  availability  of  its  support.  At  the  same  ime  Eximbank,  in  an 
effort,  in  part,  to  maintain  and  enhance  the  quality  of  its  portfolio 
channels  a  growing  share  of  resources  to  projects  in  the  more  advanced 
countries  which  are  well  within  the  capability  of  private  lenders. 
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While  it  may  be  desirable  to  provide  competitive  financing  on  equity 
grounds --it  appears  inequitable  to  many  to  force  U.  S.  exporters  to 
compete  in  the  international  marketplace  at  an  artificial  disadvantage- 
I  do  not  believe  the  competitiveness  objective  should  be  primary.  The 
competitiveness  ob  cct  ve  certainly  has  little  economic  merit;  because 
other  countries  provide  preferential  financing  for  their  exports  Is  no 
justification  for  the  United  States  to  do  the 


I  believe  the  conflict  in  the  Export-Import  Bank  Act  between  the 
competitiveness  objective  and  the  Bank's  other  directives  should  be 
resolved  in  the  legislation  now  being  considered.   It  should  be  made 
clear  to  the  Bank's  directors  that  the  primary  mission  of  the  Export- 
Import  Bank  is  to  assure  the  availability  of  adequate  financing  by 
supplementing  private  capital  in  assuming  commercial  and  political 
risks. 


Other  Eximbank  Roles 

Many  roles  have  been  suggested  for  the  Bank  in  addition  to  supplement- 
ing private  capital  in  assuming  commercial  and  political  risks  and 
meeting  foreign  official  export  credit  competition.   Two  of  these 
additional  roles  include  contributing  to  an  improvement  in  the  U.  S. 
balance  of  payments  and  stimulating  U.  S.  output  and  employment.   I 
would  like  to  comment  briefly  on  the  appropriateness  of  these  two  roles 
for  the  Bank  in  the  current  environment. 

Eximbank' s  programs  cannot  be  effectively  used  to  improve  the  balance 
of  payments,  particularly  in  the  short  run.   The  exports  stimulated 
through  the  Bank's  programs  will  generally  only  be  shipped  after  a  lag 
and  will  generate  the  bulk  of  their  balance -of -payments  receipts  only 
when  the  credits  are  repaid,  often  many  years  later   The  positive 
effect  on  the  trade  account  two  or  three  years  after  authorization  is 
largely  offset — except  for  the  off-shore  financing— by  the  debit  on 
capital  account.   Indeed,  to  the  extent  that  Eximbank  credits  do  not 
stimulate  additional  exports,  they  have  an  adverse  effect  on  the  short* 
run  balance  of  payments. 

Eximbank  credits  may  actually  accentuate  the  sharp  swings  in  U.  S. 
balance -of -payments  performance  and  the  value  of  the  dollar  by  shifting 
receipts  from  periods  of  balance -of -payments  stringency  and  a  de- 
preciating dollar  to  periods  of  a  balance -of -payments  strength  and  a 
rising  dollar. 

Eximbank' s  programs  similarly  cannot  be  used  effectively  to  stimulate 
output  and  employment.   The  impact  of  Bank  decisions  is  generally  de- 
layed making  it  difficult,  if  not  impossible,  to  achieve  the  required 
fine  tuning.   Fiscal  and  monetary  policies  designed  to  raise  aggregate 
demand  are  far  better  able  to  boost  national  output  and  employment. 


There  is  no  evidence  that  Eximbank  programs  are  inherently  counter- 
cyclical in  nature.  Although  the  exports  stimulated  by  these  programs 
may  help  to  cushion  a  recession  they  also  exacerbate  inflationary  pressures 
during  periods  of  rapid  expansion.   Indeed,  the  level  of  Eximbank  support 
was  greater  during  the  inflationary  boom  in  1974-75  than  during  the  recent 
downturn. 

I  have  appreciated  this  opportunity  to  present  my  views  and  would  welcome 
any  questions. 
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Mr.  Patttson  [presiding].  Thank  you,  Mr.  Goodman. 

You  raised  this  issue  of  the  problem  of  market  loan  rates.  We  are 
all  eager  to  have  loans  with  commercially  acceptable  risks  taken  over 
by  private  banks. 

The  question  is,  how  can  that  be  accomplished,  given  that  sort  of 
paradox ;  that  if  you  make  your  loans  on  an  above-market  basis,  there- 
fore, keep  loans  in  the  private  sector,  then  you  have  all  this  pressure 
based  upon  your  competition  in  other  countries  to  be  competitive? 

Can  we  legislatively  attack  that  ? 

Mr.  Goodman.  I  think  you  have  pointed  out,  of  course,  a  very  basic 
dilemma. 

If  we  believe  the  private  market  should  be  encouraged  to  do  every- 
thing that  it  is  capable  of  doing,  then  we  would  charge  interest  rates 
which  are  above  market,  and  the  market  would  sort  itself  out.  Only 
borrowers  who  could  not  obtain  funds  in  the  private  market  would 
come  to  the  Bank. 

This  does  potentially  conflict  with  the  requirement  to  be  competitive, 
however. 

My  own  view  is  that  the  competitive  objective  should  not  be  primary. 
It  should  be  made  secondary  in  the  legislation.  Right  now  I  think  tne 
legislation  is  not  cear  about  which  objection  is  primary  and  which  is 
secondary. 

I  think  over  the  long  run  the  impact  on  U.S.  exports  of  allowing 
the  Bank  to  charge  above-market  interest  rates  and  fees  will  not  be 
detrimental. 

Mr.  Pattison.  Mr.  Stucky,  would  you  like  to  comment  on  that, 
particularly  in  view  of  your  suggestion,  I  think  it  was,  the  mixed 
credit  ?  Was  that  you  who  said  that  ? 

Mr.  Stucky.  Yes  ;^that  was  one  of  the  points  and  recommendations 
which  we  had  made,  sir. 

I  think  that  there  are  three  things  that  one  should  take  into  con- 
sideration when  trying  to  evaluate  what  the  market  interest  rate 
philosophies  and  role  of  Eximbank  should  be  to  make  U.S.  exporters 
competitive  with  their  counterparts  in  other  major  industrialized 
countries. 

No.  1  is  the  effect  on  employment. 

There  are  two  schools  of  thought  as  to  whether  exports  do  create 
employment.  We  have  stated  categorically  that  we  believe  that  there 
is  a  strong  basis  for  supporting  the  fact  that  exports  do  create  more 
jobs.  To  the  extent  exports  add  jobs,  they  help  reduce  the  level  of  un- 
employment and  increase  the  flow  of  tax  revenues  to  the  Federal 
Government  and,  likewise,  to  maintain  the  technological  gap  which 
the  United  States  has  developed  in  many  product  lines. 

Need  we  cite  anything  more  than  the  computer  industry,  the  aircraft 
industry,  and  the  nuclear  power  industry  ? 

We  are  seeking  instances  today  where  because  there  has  not  always 
been  competitive  financing  available,  that  that  technological  gap  is 
shrinking.  Before  long  it  may  backfire. 

With  regard  to  what  banks  can  do  as  to  pricing  and  pricing  the 
credits  so  that  they  can  take  up  more  loans  and  leave  more  loans  in 
the  advanced  countries  and  leave  the  middle  tier  and  LDC  countries 
lending  to  an  expanded  Eximbank  role,  I  would  say  two  basic  points. 
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While  it  may  be  desirable  Co  provide  competitive  financing  on  equity 
grounds— it  appears  inequitable  to  many  to  force  IF  S  exporters  to 
compete  in  the  international  marketplace  at  an  artificial  disadvantage — 
I  do  not  believe  the  competitiveness  objective  should  be  primary.  The 
competitiveness  objective  certainly  has  little  economic  merit  because 
other  countries  provide  preferential  financing  for  their  exports  la  no 
justification  for  the  United  States  to  do  the  same. 

I  believe  the  conflict  in  the  Export- Import  Bank  Act  between  the 
competitiveness  objective  and  the  Bank's  other  directives  should  be 
resolved  in  the  legislation  now  being  considered.   It  should  be  made 
clear  to  the  Bank's  directors  that  the  primary  mlaslon  of  the  Export- 
Import  Bank  is  to  assure  the  availability  of  adequate  financing  by 
supplementing  private  capital  in  assuming  commercial  and  political 
risks. 


Other  Eximbank  Roles 

Many  roles  have  been  suggested  for  the  Bank  in  addition  to  aupp lament- 
ing private  capital  in  assuming  commercial  and  political  risks  and 
meeting  foreign  official  export  credit  competition.   Two  of  theae 
additional  roles  include  contributing  to  an  improvement  in  the  U.  S. 
balance  of  payments  and  stimulating  U.  S.  output  and  employment.  I 
would  like  to  comment  briefly  on  the  appropriateness  of  these  two  roles 
for  the  Bank  in  the  current  environment. 

Eximbank* 8  programs  cannot  be  effectively  used  to  Improve  the  balance 
of  payments,  particularly  in  the  short  run.  The  exports  stimulated 
through  the  Bank's  programs  will  generally  only  be  shipped  after  a  lag 
and  will  generate  the  bulk  of  their  balance -of -payments  receipts  only 
when  the  credits  are  repaid,  often  many  years  later.  The  poaitive 
effect  on  the  trade  account  two  or  three  years  after  authorization  ia 
largely  offset — except  for  the  off-shore  financing— by  the  debit  on 
capital  account.   Indeed,  to  the  extent  that  Eximbank  credits  do  not 
stimulate  additional  exports,  they  have  an  adverse  effect  on  the  short* 
run  balance  of  payments. 

Eximbank  credits  may  actually  accentuate  the  sharp  swings  in  U.  S. 
balance-of -payments  performance  and  the  value  of  the  dollar  by  shifting 
receipts  from  periods  of  balance-of -payments  stringency  and  a  de- 
preciating dollar  to  periods  of  a  balance -of -payments  strength  and  a 
rising  dollar. 

Eximbank' s  programs  similarly  cannot  be  uaed  effectively  to  stimulate 
output  and  employment.   The  impact  of  Bank  decisions  is  generally  de- 
layed making  it  difficult,  if  not  impossible,  to  achieve  the  required 
fine  tuning.   Fiscal  and  monetary  policies  designed  to  raise  aggregate 
demand  are  far  better  able  to  boost  national  output  and  employment. 


There  is  no  evidence  that  Eximbank  programs  are  inherently  counter- 
cyclical in  nature.  Although  the  exports  stimulated  by  these  programs 
may  help  to  cushion  a  recession  they  also  exacerbate  inflationary  pressures 
during  periods  of  rapid  expansion.   Indeed,  the  level  of  Eximbank  support 
was  greater  during  the  inflationary  boom  in  1974-75  than  during  the  recent 
downturn. 

I  have  appreciated  this  opportunity  to  present  my  views  and  would  welcome 
any  questions. 
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Mr.  Patttson  [presiding].  Thank  you,  Mr.  Goodman. 

You  raised  this  issue  of  the  problem  of  market  loan  rates.  We  are 
all  ea^er  to  have  loans  with  commercially  acceptable  risks  taken  over 
by  private  banks. 
"  The  question  is,  how  can  that  be  accomplished,  given  that  sort  of 

?>aradox ;  that  if  you  make  your  loans  on  an  above-market  basis,  there- 
ore,  keep  loans  in  the  private  sector,  then  you  have  all  this  pressure 
based  upon  your  competition  in  other  countries  to  be  competitive? 

Can  we  legislatively  attack  that  ? 

Mr.  Goodman.  I  think  you  have  pointed  out,  of  course,  a  very  basic 
dilemma. 

If  we  believe  the  private  market  should  be  encouraged  to  do  every- 
thing that  it  is  capable  of  doing,  then  we  would  charge  interest  rates 
which  are  above  market,  and  the  market  would  sort  itself  out.  Only 
borrowers  who  could  not  obtain  funds  in  the  private  market  would 
come  to  the  Bank. 

This  does  potentially  conflict  with  the  requirement  to  be  competitive, 
however. 

My  own  view  is  that  the  competitive  objective  should  not  be  primary. 
It  should  be  made  secondary  in  the  legislation.  Bight  now  I  think  tne 
legislation  is  not  cear  about  which  objection  is  primary  and  which  is 
secondary. 

I  think  over  the  long  run  the  impact  on  U.S.  exports  of  allowing 
the  Bank  to  charge  above-market  interest  rates  and  fees  will  not  be 
detrimental. 

Mr.  Patttson.  Mr.  Stucky,  would  you  like  to  comment  on  that, 
particularly  in  view  of  your  suggestion,  I  think  it  was,  the  mixed 
credit  ?  Was  that  you  who  said  that  ? 

Mr.  Stucky.  Yes  ;^ that  was  one  of  the  points  and  recommendations 
which  we  had  made,  sir. 

I  think  that  there  are  three  things  that  one  should  take  into  con- 
sideration when  trying  to  evaluate  what  the  market  interest  rate 
philosophies  and  role  of  Eximbank  should  be  to  make  U.S.  exporters 
competitive  with  their  counterparts  in  other  major  industrialized 
countries. 

No.  1  is  the  effect  on  employment. 

There  are  two  schools  of  thought  as  to  whether  exports  do  create 
employment.  We  have  stated  categorically  that  we  believe  that  there 
is  a  strong  basis  for  supporting  the  fact  that  exports  do  create  more 
jobs.  To  the  extent  exports  add  jobs,  they  help  reduce  the  level  of  un- 
employment and  increase  the  flow  of  tax  revenues  to  the  Federal 
Government  and,  likewise,  to  maintain  the  technological  gap  which 
the  United  States  has  developed  in  many  product  lines. 

Need  we  cite  anything  more  than  the  computer  industry,  the  aircraft 
industry,  and  the  nuclear  power  industry  ? 

We  are  seeking  instances  today  where  because  there  has  not  always 
been  competitive  financing  available,  that  that  technological  gap  is 
shrinking.  Before  long  it  may  backfire. 

With  regard  to  what  banks  can  do  as  to  pricing  and  pricing  the 
credits  so  that  they  can  take  up  more  loans  and  leave  more  loans  in 
the  advanced  countries  and  leave  the  middle  tier  and  LDC  countries 
lending  to  an  expanded  Eximbank  role,  I  would  say  two  basic  points. 
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No.  1,  the  size  of  the  credits  you  are  talking  about  do  not  make  it 
possible  for  many  banks  in  this  country  to  assume  the  amount  of 
credit  risk  that  would  be  presumed  under  such  an  argument  or  such  a 
theory.  Banks  are  already  approaching,  and  not  just  because  of  agency 
regulations,  their  limits  in  many  countries,  and  these  are  the  advanced 
countries  that  we  are  talking  about,  where  they  have  taken  their  pool 
of  funds  which  they  can  devote  to  those  purposes. 

I  do  not  feel  that  the  banking  community  has  much  additional  li- 
quidity to  take  that  risk  on. 

Second,  that  is  talking  mostly  from  the  viewpoint  of  the  money 
center  bank.  From  the  regional  banks,  who  have  even  less  capacity  to 
take  that  on,  they  themselves  have  been  somewhat  late  joiners  in  this 
business.  In  many  cases  their  management  is  not  prepared  to  take 
that  risk. 

I  can  only  speak  from  my  own  experience  with  my  board  of  di- 
rectors, and  certainly  Mr.  Sommers  may  be  able  to  comment  on  that, 
as  well,  but  regional  banks  cannot  and  have  not  stepped  up  in  sig- 
nificant ways  to  take  on  country  risks  on  an  uninsured  oasis  tor  proj- 
ect credits,  and  I  don't  think  they  will. 

Mr.  Patttson.  We  are  going  to  try  and  operate  under  a  3-minute 
rule,  because  the  House  is  in  session  now,  so  that  we  will  proceed. 

Mr.  Vento. 

Mr.  Vento.  Thank  you,  Mr.  Chairman. 

Should  we  get  involved  in  a  competitive  manner  with  other  types  of 
facilities  to  help  other  countries  sell  their  exports  ?That  is  a  very  fun- 
damental question,  you  know,  that  is  not  and  probably  needs  to  be 
resolved. 

Mr.  Goodman,  we  have — on  one  side  the  type  products  that  we  ex- 
port, and  on  the  other  side  you  have  needs,  and  if  you  will  look  at  the 
countries  that  are  in  the  special  circumstances  where  they  can't  get 
private  capital,  they  may  not  need  the  same  products  that  we  are  pro- 
ducing. We  end  up  by  having  an  entire  constituency  using  this  Bank 
that  is  trying  to  extend  credit  to  countries  that  mignt  be  able  to  get  it 
through  private  sectors.  So  we  get  in  a  competitive  basis  where  there 
is  an  attempt  to  cut  interest  rates. 

What  I  am  saying  is  that  our  export  products  dont  necessarily 
match  with  the  nations  that  need  special  consideration  because  of  their 
creditworthiness. 

What  is  your  response  to  that  ? 

Mr.  Goodman.  Well,  I  think  that  is  true,  but  only  to  a  very  limited 
extent. 

I  think  when  you  are  talking  about  the  major  middle-tier  borrowers, 
countries  like  Brazil,  Mexico,  the  Philippines,  Taiwan,  South  Korea, 
these  are  countries  who  certainly  want  to  purchase  the  type  of  goods 
which  the  U.S.  exports.  In  fact,  the  types  of  goods  they  don't  want  to 
import  are  the  type  of  goods  that  some  of  our  competitors  are  export- 
ing, like  passenger  cars.  They  want  to  develop  their  own  passenger 
car  industry.  But  when  you  get  to  the  heavy  equipment,  the  heavy 
capital  goocis,  they  really  don't  have  the  ability  within  the  country  to 
produce  these  goods.  So  I  think  there  is  a  fairly  decent  match. 

So  I  wouldn't  be  terribly  concerned  about  the  market  in  the  coun- 
tries where  we  would  be  wanting  to  supplement  private  capital  in 
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extending  credits.  They  would  be  countries  in  which  U.S.  exports  could 
compete. 

Mr.  Vento.  I  think  that  would  potentially  be  a  problem  if  we  car- 
ried it  to  the  conclusions  that  you  are  talking  about,  and  I  suggest  to 
you,  you  know,  I  don't  entirely  agree  with  what  you  are  saying  with 
regard  to  what  kind  of  jobs,  what  type  products  we  export.  If  you 
carry  it  to  a  very  stringent  extent. 

The  other  question  is,  on  page  3, 1  think  you  assume  that  somehow 
the  Export-Import  Bank  has  special  insight  that  goes  beyond  what 
other  financial  institutions  have.  I  don't  think  that's  necessarily  true. 

For  instance,  if  you  look  at  the  data  on  page  3  you  find  that  all  of  a 
sudden  these  countries  that  need  these  credits,  are  exporting  more  and 
therefore  they  are  really  better  risks  than  what  the  private  sector 
suggests.  If  that  is  the  case,  if  in  fact  their  information  is  shifting,  their 
gross  national  product  is  growing,  why  isn't  the  private  sector  then 
financing  the  loans  there  ? 

The  answer  has  to  be  that  there  is  just  a  lot  more  risk.  Either  that  or 
the  Export-Import  Bank  has  insights  that  do  not  exist  in  the  private 
sector. 

Mr.  Goodman.  I  don't  think  that  the  Export-Import  Bank  neces- 
sarily has  any  insights  that  are  not  available  in  the  private  sector.  I 
think  it  is  that  the  spectrum  of  risk  which  is  appropriate  for  a  Govern- 
ment agency  which  acts  as  a  bank  but  has  responsibilities  to  take  ad- 
ditional risks,  that  spectrum  of  risk  is  somewhat  different  than  the 
spectrum  of  risk  that  would  be  acceptable  to  a  commercial  bank,  par- 
ticularly commercial  banks  that  already  have  loaned  certain  funds  to 
these  countries  and  are  approaching  their  country  limits. 

I  think  there  is  the  country  limit  problem,  and  also  they  do  have  a 
different  constituency  in  terms  of  their  deposit  base  and  the  kinds  of 
risks  that  are  acceptable  for  them. 

Mr.  Vento.  Well,  thank  you. 

Under  the  3-minute  rule,  I  guess  my  time  is  expired. 

Chairman  Neal  [presiding].  We  have  a  recorded  vote  on  an  amend- 
ment to  H.R.  50.  Are  there  others  that  have  questions  at  this  point,  or 
should  we  go  answer  that  rollcall  vote? 

[No  response.] 

Chairman  Neal.  Why  don't  we  adjourn  for  a  few  minutes. 

Yes,  Mr.  Tsongas? 

Mr.  Tsongas.  Mr.  Stucky,  I  guess,  made  the  statement 

In  terms  of  the  capacity  or  regional  banks  to  finance  exports  as 
more  U.S.  banks  reach  their  country  limits,  who  is  settingthose  limits? 

Mr.  Stucky.  This  is  an  internally-set  limit  by  the  Bank  and  its 
credit  committees  in  the  international  divisions. 

Mr.  Tsongas.  Is  that  because  of  the  overexposure  of  a  year  ago  that 
everyone  was  so  concerned  about  ?  Is  that  what  caused  the  setting  of  the 
limit? 

Mr.  Stucky.  I  don't  think  it's  necessarily  overexposure  from  a  year 
ago.  I  think  it  relates  more  to  the  fact  that  the  regional  banks  have  not 
been  in  this  business  as  long.  Their  boards  are  probably  not  setting 
limits  in  relation  to  their  capital  at  the  same  proportionate  level  as 
money  center  banks  would  because  of  a  lack  of  experience  and  any 
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workouts  which  they  may  have  had,  so  they  are  bound  to  be  more 
prudent. 

Second,  they  have  to  set  smaller  limits  because  their  capital  base  is 
that  much  smaller,  and  they  cannot  risk  a  higher  percentage  of  that 
capital  base  in  any  one  country.  So  that  causes  them  to  set  smaller 
limits. 

Additionally,  I  think  there  is  no  doubt  that  the  current  publicity 

fiven  to  that  subject  has  caused  bank  managements  of  many  regional 
anks  and  larger  banks  to  be  more  cautious  and  probably  setting  some 
lower  limits. 

Mr.  Tsongas.  Well,  I  am  not  going  to  pursue  it  because  of  the  time, 
but  that  is  an  interesting  philosophy  compared  to  what  Western 
European  and  Japanese  attitudes  are  on  the  same  subject.  Is  it  from  a 
lack  of  experience?  People  have  just  not  been  in  the  field  that  long? 
They  don't  know  what  the  limits  are  ? 

Mr.  Sommers.  I  think  that  this  is  nothing  new.  Commercial  banks 
have  been  establishing  limits  for  exposure  in  international  divisions 
for  years.  It  is  being  looked  at  more  closely  because  of  the  problems 
incurred  because  of  the  price  of  oil  and  the  deterioration  of  certain 
accounts  in  the  developing  world.  But  it  is  a  matter  of  bank  procedure 
to  always  guard  against  concentrations  of  any  type  of  risk  asset, 
whether  it  be  in  a  foreign  country  or  whether  it  be  in  real  estate  or  any 
other  type  of  category,  and  it  is  a  prudent  measure  to  relate  the  amount 
of  risk  that  a  commercial  bank  takes  relative  to  its  asset  and  capital 
base.  And  from  the  point  of  view  of  supporting  exports,  which  are 
often  medium  term,  I  think  you  would  find  that  most  banks  would  have 
a  higher  limit  for  short  term  trade  finance  as  opposed  to  medium  term 
finance,  which  by  definition  is  more  risky  in  the  foreign  arena  than  in 
the  domestic  arena. 

Mr.  Tsongas.  The  First  National  Bank  of  Boston,  would  that  be  a 
regional  bank  under  your  definition  or  a  money  center  ? 

Mr.  Sommers.  That  is  kind  of  between  the  two. 

Money  center  banks  are  generally  regarded  as  the  major  banks  in 
New  York,  Chicago,  San  Francisco,  and  Los  Angeles.  But,  of  course, 
Boston  could  be  defined  as  a  money  center  bank. 

Mr.  Tsongas.  OK,  but  anything  smaller  than  that  would  obviously 
be  a  regional  bank. 

Mr.  Sommers.  It  is  generaly  a  bank  that  is  outside  of  one  of  those 
financial  centers. 

Mr.  Tsongas.  Mr.  Chairman,  why  don't  you  go  on.  I  will  catch  you. 

Chairman  Neal.  Sure.  Let  me,  just  before  I  leave,  thank  the  wit- 
nesses for  being  with  us  and  thank  you  for  responding  to  our  questions 
and  thank  you  for  your  excellent  testimony. 

Mr.  Goodman,  you  mentioned — you  indicated  that  you  knew  of  some 
examples  where  Eximbank  was  competing  with  private  capital.  I  must 
go  ahead  and  answer  this  rollcall,  but  maybe  while  I  am  gone,  if 
you  would  talk  to  our  staff  people  about  that.  We  want  to  make  sure 
that  Eximbank  isn't  competing. 

Mr.  Sommers.  That  is  an  excellent  point,  Congressman  Neal.  We 
are  representing  the  American  Bankers  Association.  Our  statement 
has  been  approved  by  the  executive  committee  and  the  governing 
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board,  and  we  can  assure  you  that  if  we  felt  that  the  Eximbank  were 
competing  with  private  bank  capital,  we  would  let  you  know. 

[Laughter.] 

Chairman  Neal.  Well,  please  let  us  know. 

I  thank  the  witnesses  again. 

Mr.  Goodman.  I  certainly  will.  Although  the  American  Bankers 
Association  may  choose  to  ignore  this  competition  because  of  its  gen- 
eral support  for  the  Bank.  I  assure  you  there  have  been  a  number  of 
cases  and  I  will  provide  the  details  to  the  staff. 

Mr.  Tsongas  [presiding].  Allow  me  just  one  more  question,  and 
then  I  am  going  to  have  to  sprint  for  the  floor. 

What  about  smaller  banks  ? 

In  my  district  I  have  a  very  high  concentration  in  the  southern  part 
of  my  district  of  high-technology  industries,  really  tailormade  for 
export,  but  when  they  talk  about  financing,  they  have  to  go  to  First 
National.  The  local  banks  that  deal  with  them  on  a  normal  basis  are 
just  not  into  it. 

Mr.  Sommers.  I  know  that  the  management  of  the  Eximbank,  Mr. 
Moore,  is  extremely  interested  in  seeing  that  the  Eximbank  programs 
are  taken  down  to  the  smaller  tier  banks.  We  made  a  suggestion  in 
our  formal  statement  about  how  this  could  be  shared  with  the  regional 
correspondent. 

One  of  the  key  points  to  our  testimony  is  centered  in  the  fact  that 
because  these  businesses  are  smaller  and  their  transaction  sizes  smaller, 
they  are  not  good  prospects  for  the  major  banks.  So  if  they  are  going 
to  be  serviced  for  the  export  market,  it  should  be  their  smaller  or 
regional  bank  that  is  helping  them. 

Mr.  Tsongas.  I  apologize  for  not  having  been  here  earlier.  Thank 
you  very  much.  I  must  vote. 

[Brief  recess.] 

Mr.  Neal  [presiding].  I  would  like  to  call  the  subcommittee  back  to 
order  at  this  time. 

I  have  to  apologize  on  behalf  of  the  House  for  this.  There  is  nothing 
we  can  do  about  it,  and  it  is  very  likely  that  we  will  have  several 
more  votes.  So,  when  some  other  members  return,  mavbe  we  can  just 
take  turns  voting  and  go  ahead  with  the  testimony.  If  we  don't,  I  am 
just  afraid  we  won't  get  through  it  today. 

At  this  time,  I  am  pleased  to  welcome  Mr.  Marshall  Fulp  of  the 
American  Textile  Machinery  Association,  also  vice  president  of  the 
Bahnson  Company,  in  my  own  district.  Glad  to  see  you  here,  and 
thank  you  for  coming. 

Also,  Mr.  John  S.  Withers,  president  of  Associated  General  Con- 
tractors of  America;  and  Mr.  Charles  Hauck,  president  of  Blaw-Knox 
Foundry  &  Mill  Machinery  Co. 

I  would  like  to  welcome  you  all.  We  would  like  to  ask  you  to  please 
limit  your  testimony  to  about  10  minutes.  We  will  put  your  entire 
testimony  in  the  record.  We  will  study  it  later,  but  that  would  give 
us  a  little  time  to  ask  some  questions. 

Without  objection,  we  will  put  all  the  testimony  in  the  record  im- 
mediately preceding  the  synopsis  given  by  the  witnesses.  Mr.  Fulp, 
please  proceed  as  you  wish. 
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STATEMENT  OF  MARSHALL  FULP,  VICE  PRESIDENT,  BAHNSON  IN- 
TERNATIONAL, WINSTON-SALEM,  N.C.,  ON  BEHALF  OF  THE 
AMERICAN  TEXTILE  MACHINERY  ASSOCIATION;  ACCOMPANIED 
BT  RICHARD  FRANK,  GENERAL  COUNSEL,  HENRY  RICHARDSON, 
DIRECTOR  OF  MARKET  DEVELOPMENT,  AND  HUGH  BALLARD, 
PRESIDENT,   AMATAZ 

Mr.  Fulp.  Thank  you,  Mr.  Chairman. 

My  name  is  Marshall  Fulp,  and  I  am  vice  president  of  Bahnson 
International  in  Winston-Salem,  N.C.  I  am  here  today  on  behalf  of 
the  American  Textile  Machinery  Association,  known  as  ATMA,  a 
nonprofit  trade  association  representing  U.S.  manufacturers  of  com- 
plete textile  machines,  accessories,  parts,  attachments,  and  supplies. 

Joining  me  today  are  Richard  Frank,  general  counsel  of  ATMA; 
Henry  Richardson,  director  of  market  development  for  ATMA;  and 
Mr.  Hugh  Ballard,  president  of  Amatax. 

Of  the  more  than  130  members  of  ATMA  representing  the  principal 
texitle  machinery  manufacturers  in  the  United  States,  only  15  mem- 
bers have  more  than  250  employees.  The  remainder  are  small  business 
firms. 

You  have  been  given  a  package  consisting  of  my  presentation,  a 
listing  of  examples  which  illustrate  the  points  made  in  this  presenta- 
tion, and  a  position  paper  assessing  the  competitive  posture  of  our 
industry  in  the  international  market. 

ATMA  members  are  located  throughout  the  United  States,  with 
major  concentrations  in  the  States  of  North  Carolina,  South  Carolina, 
Georgia,  Pennsylvania,  Rhode  Island,  Massachusetts,  and  New  York. 

Approximately  28,000  workers  produce  the  equipment  and  supplies 
necessary  to  support  a  domestic  textile  industry  of  over  a  million 
workers,  as  well  as  a  constantly  growing  international  industry. 

ATMA  appreciates  this  opportunity  to  appear  before  you  today  to 
express  the  views  of  the  textile  machinery  manufacturing  industry 
concerning  the  operation  of  Eximbank. 

Our  position  is  as  follows : 

First,  in  recent  years,  the  U.S.  textile  machinery  manufacturing  in- 
dustry has  experienced  a  steadily  declining  balance  of  trade  and 
employment. 

Second,  domestic  textile  machinery  manufacturers  are  in  an  adverse 
competitive  position  in  relation  to  their  foreign  competitors  because 
of  the  unavailability  of  a  competitive  financing  facility. 

Third,  Eximbank  has  failed  to  provide  financing  at  conditions  com- 
petitive with  those  available  from  foreign  government-supported  sys- 
tems, failed  to  assume  commercial  and  political  risks  that  exporters  or 
private  financial  institutions  are  unable  to  take,  and  discriminated 
against  the  textile  machinery  manufacturing  industry  in  making  its 
financial  decisions. 

Fourth,  arguments  that  financing  of  foreign  textile  mills  adversely 
affects  domestic  textile  manufacturers  are  groundless  since  others  will 
finance  these  mills  if  we  do  not. 

The  United  States  has  experienced  a  steadily  declining  balance  of 
trade  in  textile  machinery.  During  the  period  1972  through  1976,  the 
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domestic  textile  machinery  industry  produced  machines  valued  at 
$4.3  billion.  Of  this  amount,  $1.3  billion,  or  31  percent,  were  for  export. 

During  the  same  period,  domestic  textile  mills  imported  nearly  $2 
billion  of  foreign  textile  machinery,  resulting  in  a  negative  balance  of 
trade  of  approximately  $700  million.  During  1976  alone,  textile  ma- 
chinery exports  declined  15  percent,  while  imports  rose  30  percent. 

Further,  the  total  number  of  employees  in  the  industry  has  steadily 
declined  from  46,000  in  1966  to  31,000  in  1976,  a  loss  of  15,000  jobs, 
or  33  percent  of  1966  employment.  As  stated,  employment  in  the  textile 
industry  is  to  date  28,000,  or  only  60  percent  of  1966  employment. 

One  of  the  major  reasons  for  the  unfavorable  balance  of  trade  and 
increasing  unemployment  in  the  domestic  textile  machinery  industry 
is  the  lack  of  adequate  financing  to  compete  in  international  markets. 
The  textile  industries  in  the  highly  industrialized  countries,  such  as 
the  United  States,  Canada,  England,  Western  Europe,  and  Japan, 
have  limited  their  capital  investments  in  textile  machinery  to  modern- 
ization, rather  than  expansion. 

The  substantial  growth  in  the  textile  industry  is  in  the  less  devel- 
oped countries  of  the  Far  East,  Near  East,  Africa,  and  Eastern  Eu- 
rope. This  shift  in  where  growth  has  taken  place  has  made  it  necessary 
for  textile  machinery  manufacturers  to  look  to  less  developed  countries 
as  the  largest  market  for  textile  machineries. 

Textile  mills  in  such  countries  generally  require  financing  for  new 
plants  and  equipment.  Almost  every  order  for  textile  machinery  is 
negotiated  and  price  is  not  the  only  subject  of  negotiation.  Of  equal 
importance  are  terms  and  conditions  of  sale.  U.S.  textile  machinery 
firms  consistently  lost  orders  to  foreign  competitors  because  of  a  lack 
of  financing  facility  able  to  meet  the  conditions  offered  by  Western 
Europe  and  Japanese  manufacturers. 

Domestic  textile  machinery  is  equal  or  superior  to  that  offered  by 
foreign  competitors  in  reliability,  productivity,  and  technical  advance- 
ment. However,  without  more  liberal  financing,  it  is  impossible  for 
U.S.  manufacturers  to  compete  for  the  business  of  mills  in  less  devel- 
oped countries. 

Foreign  competitors  have  recognized  this  situation  and  have  ex- 
ploited it,  because  even  though  tne  sales  to  less  developed  countries 
represent  higher  risks,  foreign  governments  accept  these  greater  risks 
to  promote  export  trade. 

For  example,  the  West  Germans  and  British  have  successfully  op- 
erated self-sustaining  export  financing  programs,  while  accepting 
greater  risks  than  Eximbank,  to  promote  and  support  exports  under 
its  official  credit  program  assumes  both  political  and  commercial  risks. 

The  program  is  "entrusted  to  a  private  company  known  as  Hermes, 
which  acts  as  an  agent  for  the  Government  and  receives  annual  appro- 
priations to  cover  insurance  operations.  Premiums  accrue  to  the  Fed- 
eral Treasury,  and  premium  income  consistently  exceeds  operating 
costs  and  insurance  claims.  Financing  is  provided  in  part  by  the  bank- 
ing system  at  market  rates,  in  part  by  the  refinancing  of  supplier  cred- 
its, and  in  part  by  direct  buyer  credits. 

In  Great  Britain,  the  Export  Credits  Guarantee  Department,  an 
executive  agency  of  the  British  Government,  has  financed  export  cred- 
its at  competitive  rates  since  1961.  Funds  are  appropriated  by  Parlia- 
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ment?  and,  like  Eximbank,  the  Department  is  expected  to  be  self- 
sustaining. 

The  Department  has  operated  its  insurance  and  financing  activities 
at  no  net  cost  to  the  public  funds  since  its  establishment.  To  the  con- 
trary, the  British  agency  has  accumulated  a  reserve  of  $400  million. 

Contrary  to  the  structure  of  financing  and  insurance  availability 
under  which  foreign  manufacturers  operate,  the  corresponding  system 
for  U.S.  manufacturers  has  failed  to  provide  the  support  essential  to 
enable  U.S.  manufacturers  to  effectively  compete. 

Specifically,  Eximbank  has  failed  to  provide  financing  at  conditions 
competitive  with  those  available  from  foreign  government-supported 
systems. 

For  example,  ATMA  members  have  lost  an  important  order  in  Tur- 
key to  a  Belgian  firm  which  quoted  5-years'  deferred  payments  at  6^ 
percent  interest,  while  the  best  terms  Eximbank  was  willing  to  offer 
was  3  years  at  lO1/^  percent. 

Also,  Eximbank  has  failed  to  assume  commercial  and  political  risks 
that  exporters  or  private  financial  institutions  are  unable  to  undertake. 

For  example,  Eximbank  is  unwilling  to  finance  textile  machinery 
orders  for  the  large  growth  markets  of  Egypt  and  Indonesia,  where 
our  competitors,  with  their  liberal  Government-supported  credit  sys- 
tems are  capturing  all  of  the  business. 

For  Indonesia  alone,  orders  totaling  over  $400  million  will  be 
placed  in  1980,  but  not  with  U.S.  manufacturers  unless  there  is  a 
change  in  current  policy.  Experience  has  shown  that  the  character  of 
risks  proposed  and  taken  by  competitors  would  not  incur  losses  but 
still  commit  a  profit  to  Eximbank. 

Eximbank  has  failed  to  allocate  any  portion  of  their  dollar  quotas 
to  certain  countries,  such  as  Algeria  and  Korea,  to  the  textile  machin- 
ery industry.  For  example,  funds  totaling  over  $325  million,  which 
could  have  been  used  to  finance  six  Algerian  textile  machinery  proj- 
ects, were  instead  allocated  to  liquid  natural  gas  and  other  high-tech- 
nology projects. 

Further,  Eximbank  has  failed  to  act  expeditiously  in  making  fi- 
nancing decisions.  For  example,  a  favorable  decision  on  a  recent  Mex- 
ican textile  mill  project  was  not  reached  for  7  months.  In  the  mean- 
time, the  business  was  lost. 

Our  final  point  involves  assertions  that  financing  of  textile  ma- 
chinery for  foreign  mills  will  adversely  affect  the  domestic  textile 
industry.  This  argument  is  clearly  without  merit.  It  is  obvious  that 
if  we  do  not  finance  the  sale  of  equipment  to  these  mills,  our  foreign 
competitors  will. 

We  wish  to  close  on  a  positive  note  and  make  the  following 
suggestions : 

Eximbank  should  provide  more  liberal  financing  assistance  to  the 
U.S.  textile  machinery  industry.  Eximbank  should  use  authorized 
funds  of  the  export  expansion  facility  to  provide  financing  for  the 
higher  risks  inherent  in  the  less  developed  countries.  Third,  Exim- 
bank should  establish  procedures  that  would  minimize  delays  in  reach- 
ing decisions. 

Our  position  is  detailed  in  the  documents  we  have  submitted  for  the 
record,  including  letters  from  officials  of  local  unions  and  production 
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managers  in  our  industry,  expressing  their  concern  over  the  continu- 
ing loss  of  jobs  due  to  the  decline  in  export  machinery  sales. 

We  wish  to  thank  you  for  this  opportunity  to  present  our  views, 
and  we  endorse  the  continuation  of  the  Eximbank  and  the  increase 
in  its  lending  authority. 

Chairman  Neal.  Thank  you,  Mr.  Fulp. 

We  would  now  like  to  hear  from  Mr.  Withers. 

[The  prepared  statement  of  Mr.  Fulp,  on  behalf  of  the  American 
Textile  Machinery  Association,  together  with  a  table  entitled  "Ex- 
amples of  Areas  Where  Potential  Business  Has  Been,  Or  Is  Being 
Lost  by  U.S.  Textile  Machinery  Industry,"  a  position  paper  entitled 
"An  Assessment  of  the  Competitive  Posture  of  Exporters  of  Durable 
Goods  From  the  Perspective  of  the  American  Textile  Machinery  In- 
dustry," along  with  letters  from  officials  of  local  unions  and  industry 
production  managers  re  job  loss  due  to  decline  in  export  machinery 
sales,  follow :] 
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THE  AMERICAN  TEXTILE  MACHINERY  ASSOCIATION 

Before  The 

House  Subcommittee  on 

International  Trade,  Investment  and  Monetary  Policy 

March  16,  1978 


My  name  is  Marshall  Fulp,  and  I  am  Vice  President  of  Bahnson 
International,  Winston-Salem,  North  Carolina.    I  am  here  today  on  behalf  of  the 
American  Textile  Machinery  Association  [ATMA] ,  a  non-profit  trade  association 
representing  domestic  manufacturers  of  complete  textile  machines,  accessories, 
parts,  attachments  and  supplies.   Among  its  more  than  130  members  are  the 
principal  textile  machinery  manufacturers  in  the  United  States. 

ATMA  members  are  located  throughout  the  United  States  with 
major  concentrations  in  the  States  of  North  and  South  Carolina ,  Georgia , 
Pennsylvania,  Rhode  Island,  Massachusetts  and  New  York.    Approximately 
28,000  workers  produce  the  equipment  and  supplies  necessary  to  support  a 
domestic  textile  industry  of  over  a  million  workers  as  well  as  a  constantly 
growing  International  Industry. 
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ATMA  appreciates  this  opportunity  to  appear  before  you  today 

to  express  the  views  of  the  textile  machinery  manufacturing  industry  concerning 

the  operation  of  Eximbank.    Our  position  is  as  follows: 

}. .    In  recent  years  the  U.S.  textile  machinery 
manufacturing  industry  has  experienced  a 
steadily  declining  balance  of  trade  and 
employment. 

2 .  Domestic  textile  machinery  manufacturers  are 
in  an  adverse  competitive  position  in  relation 
to  their  foreign  competitors  because  of  the 
unavailability  of  a  competitive  financing  facility. 

3.  Eximbank  has: 

(a)  Failed  to  provide  financing  at  conditions 
competitive  with  those  available  from  foreign 
government- supported  systems; 

(b)  Failed  to  assume  commercial  and  political 
risks  that  exporters  or  private  financial  insti- 
tutions are  unable  to  take;  and 

(c)  Discriminated  against  the  textile  machinery 
manufacturing  Industry  in  making  its  financing 
decisions. 

4 .  Arguments  that  financing  of  foreign  textile  mills 

adversely  affects  domestic  textile  manufacturers 
are  groundless  since  others  will  finance  these 
mills  if  we  do  not. 

I.    Declining  Balance  of  Trade  and  Employment. 

The  United  States  has  experienced  a  steadily  declining  balance 
of  trade  in  textile  machinery.    During  the  period  1972-1976,  the  domestic 


Digitized  by  VjOOQ IC 


406 

textile  machinery  industry  produced  machines  valued  at  $4.3  billion.   Of  this 

amount,  $1.3  billion,  or  31  percent,  were  for  export.    During  this  same  period, 

domestic  textile  mills  Imported  nearly  $2  billion  of  foreign  textile  machinery 

resulting  in  a  negative  balance  of  trade  of  approximately  $700  million.    During 

1976  alone,  textile  machinery  exports  declined  15  percent  while  imports  rose 

30  percent. 

Further,  the  total  number  of  employees  in  the  industry  has 

steadily  declined  from  46,300  in  1966  to  31,100  in  1976,  a  loss  of  15,200 

1 
jobs,  or  33  percent  of  1966  employment.    As  stated,  employment  in  the  industry 

is  today  28,000  or  only  60  percent  of  1966  employment. 

II.    Domestic  Machinery  Manufacturers  Are  Unable  to  Obtain  Financing 

Equivalent  to  that  Offered  by  Western  European  and  Ta panes e  Manufacturers. 

One  of  the  major  reasons  for  the  unfavorable  balance  of  trade  and 

increasing  unemployment  in  the  domestic  textile  machinery  Industry  is  the  lack 

of  adequate  financing  to  compete  in  international  markets.    The  textile  industries 

in  the  highly  industrialized  countries  of  the  United  States,  Canada,  England, 

Western  Europe  and  Japan  have  limited  their  capital  Investments  in  textile 

machinery  to  modernization  rather  than  expansion.    The  substantial  growth  in 

the  textile  Industry  is  in  the  less  developed  countries  of  the  Far  East,  Near 

East,  Africa  and  Eastern  Europe. 


1/U.  S.  Department  of  labor,  Bureau  of  Statistics ,  " Employment  and  Earning 
Trends  in  the  Textile  Machinery  Industry." 


Digitized  by  VjOOQ IC 


407 

This  shift  in  where  growth  is  taking  place  has  made  it  necessary 
for  textile  machinery  manufacturers  to  look  to  less  developed  countries  as  the 
largest  market  for  textile  machinery.    Textile  mills  in  such  countries  generally 
require  financing  for  new  plants  and  equipment.    Almost  every  order  for  textile 
machinery  is  negotiated,  and  price  is  not  the  only  subject  of  negotiation.    Of 
equal  importance  are  terms  and  conditions  of  sale.    Domestic  textile  machinery 
firms  consistently  lost  orders  to  foreign  competitors  because  of  the  lack  of  a 
financing  facility  able  to  meet  the  conditions  offered  by  Western  European  and 
Japanese  manufacturers. 

III.    Exlmbank  as  Compared  to  Foreign  Export  Financing  Agencies. 

Domestic  textile  machinery  is  equal  or  superior  to  that  offered 
by  foreign  competitors  in  reliability,  productivity  and  technical  advancements. 
However,  without  more  liberal  financing,  it  is  impossible  for  domestic  manu- 
facturers to  compete  for  the  business  of  mills  in  less  developed  countries. 
Foreign  competitors  have  recognized  this  situation  and  have  exploited  it, 
because  even  though  sales  to  less  developed  countries  represent  higher  risks, 
foreign  governments  accept  these  greater  risks  to  promote  export  trade. 

For  example,  the  West  Germans  and  British  have  successfully 
operated  self- sustaining  export  financing  programs  while  accepting  greater  risks 
than  Exlmbank.    To  promote  and  support  exports,  West  Germany,  under  its 
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official  export  credit  program,  assumes  both  political  and  commercial  risks. 
The  program  Is  entrusted  to  a  private  company  (Hermes)  which  acts  as  an  agent 
for  the  government  and  receives  annual  appropriations  to  cover  insurance  opera- 
tions .    All  premiums  accrue  to  the  Federal  treasury;  and  premium  income  con- 
sistently exceeds  operating  costs  and  insurance  claims.    Financing  is  provided 
In  part  by  the  banking  system  at  market  rates ,  in  part  by  the  refinancing  of  supplier 
credits,  and  In  part  by  direct  buyer  credits. 

In  Great  Britain,  the  Export  Credits  Guarantee  Department,  an 
executive  agency  of  the  British  government,  has  financed  export  credits  at 
competitive  rates  since  1961 .  Funds  are  appropriated  by  Parliament  and  like 
Eximbank,  the  Department  Is  expected  to  be  self-sustaining.  The  Department 
has  operated  its  Insurance  and  financing  activities  at  no  net  cost  to  public 
funds  since  its  establishment.  To  the  contrary,  the  British  agency  has  accu- 
mulated a  reserve  of  $400  million. 

Contrary  to  the  structure  of  financing  and  Insurance  avail- 
ability under  which  foreign  manufacturers  operate,  the  corresponding  system 
for  domestic  manufacturers  has  failed  to  provide  the  support  essential  to  enables** 
domestic  manufacturers  to  effectively  compete.    Specifically: 

1 .  Eximbank  has  failed  to  provide  financing  at  conditions  com- 
petitive with  those  available  from  foreign  government- supported  systems.  For 
example,  ATMA  members  have  lost  an  important  order  In  Turkey  to  a  Belgian 
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firm  which  quoted  five  years  deferred  payments  at  6.5  percent  interest,  while  the 
best  terms  Eximbank  was  willing  to  offer  was  three  years  at  10.5  percent. 

2 .  Eximbank  has  failed  to  assume  commercial  and  political  risks 
that  exporters  or  private  financial  institutions  are  unable  to  undertake.    For 
example,  Eximbank  Is  unwilling  to  finance  textile  machinery  orders  for  the  large 
growth  markets  of  Egypt  and  Indonesia  where  our  competitors  with  their  liberal 
government-supported  credit  systems  are  capturing  all  the  business.    For 
Indonesia  alone,  orders  totaling  over  $800  million  will  be  placed  in  1980,  but 
not  with  U.S.  manufacturers  unless  there  is  a  change  in  current  policy. 
Experience  has  shown  that  the  character  of  risk  proposed  and  taken  by  com- 
petitors would  not  incur  losses  but  still  permit  a  profit  to  Eximbank. 

3.  Eximbank  has  failed  to  allocate  any  portion  of  their  dollar 
quotas  for  certain  countries,  such  as  Algeria  and  Korea,  to  the  textile  machinery 
industry.    For  example,  funds  totaling  over  $325  million,  which  could  have  been 
used  to  finance  six  Algerian  textile  machinery  projects,  approved  by  the  end 
users,  were  instead  allocated  to  liquid  natural  gas  and  other  high  technology 
projects.    At  the  same  time,  Export  Expansion  Facility  Funds  were  available  for 
loans  to  Algeria  and  were  never  used. 

4.  Eximbank  has  failed  to  act  expeditiously  in  making  financing 
decisions.    For  example,  a  favorable  decision  on  a  recent  Mexican  textile  mill 
project  was  not  reached  for  seven  months.    In  the  meantime  the  business  was 
lost. 
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IV.    Financing  Exports  of  Textile  Machinery  Will  Not  Injure  Domestic 
Textile  Manufacturers . 

Our  final  point  Involves  assertions  that  financing  of  textile 
machinery  for  foreign  mills  will  adversely  affect  the  domestic  textile  Industry. 
This  argument  clearly  Is  without  merit.    It  Is  obvious  that  If  we  do  not  finance 
the  sale  of  equipment  to  these  mills  our  foreign  competitors  will. 

Thank  you  for  this  opportunity  to  present  our  views . 
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co—snt  r«:  'iapcn   ■■jui>.  Liu  t  itfttj."  Mich  ut  ^(nvititr  lnaccur 
■t«.    BlMlnaaa  want  btLgzum,   tirun*        Japan. 

SOMTRX  $25  million  Exla  caaa  #PC-3777  3/24/77. 

Khersta  Finishing  Ordara  want  to  Japan  for  similar  raaaon  as  above. 

Plant 

Egypt  Arab  Carpat  and  $2.7  ■lllion  Exla  will  not  flnanea  nor  oven  lnsura  taxtlla  machinary  for 

Upholstary  (Big  pro  J  act,  Isn't ;   coanwtltn™  Mitt  systaaa  will.     Bualneee  want  to 

(and  othars)  savaral  suppllara)    s-l|Lu».  Weit  ■ItrmMny  .na  Japan. 

Koraa  Many  potsntlal  $300  million  50v,H»  aplnAIt  utbuud     of  taxtlla  Industry  In  programs 

buyers  of  spinning  but  do  financial  ava.il  *bL«  far  B.J,    twUi  Machinery, 

and  WVC  plants.  Koraan  g£ Veronese  prefars  to  ■**•  all   tic: a  all- cation  for 

'nigti-t«chnulw(T  aqulsmaac  (aircraft*  power  plants,  ate). 
Lalai   affaaa    i Bihar    Lh*ft   InliJL   CO   pteratlhl   ElW   dollar   allo- 
cation MM  MlM   induatrlasu   anna   u   uitLlt  .'-binary. 
Iiirt*o   buiLuii    la    |oLn|    to    Japan,    CtnanT,    vOltad  Kingdom 
and  Italy. 

Indonesia  Many  potential  $800  million  Currantly  larga an  pocaotiaJ.  utkit  Ear  tutlJi  macbLnery; 

buyers  of  Spin,  WVC,       over  5  yaar  gcivarraunc  W  plana  id  doufll*-  capacity  Df    cuilii  Inausiry 

KTC  and  FIM  Plants.         period.  b*    L*»Q  »itki  feperci  .af   naxclLa  na-rninar--  »uUf  *2«  milHao 

$1.3  million  sp lndlas  In  that  vut  alena.     Laii  will  not  ftaancs  Intjavatan  -eittla 

involved.  projacta  without  ■  futftaEtt  free,  euiaida  the  Country* 

whereas     tM»Hcivt  Earalfn  crrtLE  ***£***  *ili.     ruilnaai 
la  now  going  and  will  tacil&iM  in  an  »  Germany,  Unltad 
Kingdom,  Treses,  Sultaatlane  and  Jib*tt. 

Syria  Larga  spinning  $1.5  million  Exi*  unvtlJlng  ci»  finance.     Business  went  to  United  Kingdom 

plant  sup? liar-*  via   tCGD  ctadic, 

Turkey  aJK05IW.II  $  .3  million  Exlm  of far red  financing  on  basis  of  three  yeara  defarred  ears* 

at  10*1  Z  lntaraat.     Belgian  firm  got  order  on  basis  of  five 
yaars  at  6.3X. 

Misc.  In  competition  with  Cnlted  Kingdom  for  a  given  project:  Exlm 

haa  offarred  9%E  lntaraat  for  financing  plua  3%K  for  lnsumnca 
(Total  13Z) ;  ECGD  haa  offarred  a  total  of  SHE. 


•  Excarpt   from  S.  M.   DuBrul'a  lattar  to  AMATEX  dated  4/6/77: 

Tou  complained  about  Exlabank's  supporting  a  larga  IMC  project  in  Algarla  and  turning  down  raquaats  for  financing 
of  taxtlla  plants  in  that  country.  Tha  LSC  projacts  ara  daaignad  to  produca  foraign  axchanga  naadad  by  Algarla  and  also 
sra  axpactad  to  provlda  soma  gas  naadad  In  tha  Unltad  Statas.     On  tha  othar  hand,   tha  taxtlla  projacts  ara  not  axpacsad 
to  produca  foraign  axchanga  or  provlda  import  substitution.     Therafora,  tha  taxtlla  projacts  would  ba  a  drain  on  badly 
needed  axchanga  aarnlngs  which  Algarla  will  raquira  to  neat  lta  obligations  to  us.     tfa  ara  continuing  to  dc  bualneaa 
In  Algarla,  but  on  a  selactlva  baala  ralatad  to  foraign  axchanga  aarnlngs." 


25-303  O  -  78  -  27 
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Eximbank  Textile  Plant  &  Equipment 
Fiscal  Year  1976  &  1977 


1.  Direct  lending 

a)  Export  value 

b)  Loan  value 


2.   CFF 

a)  Export  Value 

b)  Loan  value 


Millions 

of 

dollars 

1976 

1977 

105.8 
42.6 

4.5 
2.5 

7.2 
3.6 

.73 
.468 

3.  Financial  guarantees  .896 


4 .  Bank  guarantee  Program 
Medium  term  1-5  years 

a)  Export  value  9.7        4.7 

b)  Exim  Support  7.2        3.4 

5.  FCIA  -  Medium  Tern 

a)  Export  value  10.4        5.0 

b)  Exim  Support  7.4        3.4 


TOTALS : 

a)  Export  value  134         14.9 

b)  Exim  Support  60.8        9.8 


The  above  list  shows  the  contribution  of  Eximbank 's  five  programs  to  the  support 
of  the  U.S.  textile  machinery  in  1976  and  1977. 

In  comparing  the  Bank's  $60.8  million  support  in  1976  with  foreign  imports  in  that 
year  of  $393  million,  it  is  evident  that  this  support  served  to  offset  a  mere 
15%  of  the  imports.  However  in  1977  the  $9.8  million  support  represented  only  2.4J 
of  the  $400  million  imports  -  certainly  a  drastic  reduction  and  a  further  proof  of 
the  Bank's  reluctance  to  finance  U.S.  textile  machinery. 
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March  1978 

AN  ASSESSMENT  OF  THE  COMPETITIVE  POSTURE  OF  EXPORTERS 

OF  DURABLE  GOODS  FROM  THE  PERSPECTIVE  OF  THE 
AMERICAN  TEXTILE  MACHINERY  INDUSTRY 

BACKGROUND 

The  textile  industries  in  the  highly  industrialized  countries  of 
the  United  States,  Canada,  England,  Western  Europe  and  Japan  have 
matured  in  recent  years  with  their  capital  investments  in  textile 
machinery  being  largely  limited  to  modernization  rather  than  expansion. 
The  growth  of  the  industry  is  now  taking  place  in  the  LDCs  (Less 
Developed  Countries)  of  thn  Far  East,  Near  East,  Africa  and  Eastern 
Europe.   This  trend  is  understandable.   The  textile  industry  is  labor- 
intensive.   The  LDCs  represent  an  opportunity  to  employ  more  low  cost 
labor  at  lower  capital  investment. 

This  shift  in  the  location  of  new  entrants  to  the  textile  industry 
has  made  it  necessary  for  textile  machinery  manufacturers  to  recognize 
these  developing  countries  as  the  largest  market  for  textile  machinery. 
However,  rapid  expansion  of  textile  mills  in  these  areas  has  placed 
severe  pressure  on  their  liquidity.   Therefore,  these  mills  require 
financing  in  order  to  pay  for  new  plants  and  equipment.  For  this  reason, 
almost  every  order  for  textile  machinery  must  be  negotiated.   Price  is 
not  the  only  item  of  negotiations.   Of  equal  importance  are  terms 
and  conditions  of  sale.   U.S.  textile  machinery  firms  find  themselves 
constantly  outnegotiated  by  their  foreign  competitors  for  lack  of  a 
financing  facility  able  to  meet  the  conditions  offered  by  European 
and  Japanese  manufacturers.   Although  U.S.  textile  machinery  is  equal 
or  superior  to  that  offered  by  foreign  competitors  in  reliability, 
productivity  and  technical  advancements,  it  is  impossible  for  domestic 
manufacturers  to  compete  for  the  business  of  the  LDCs  without  more 
liberal  financing.   Foreign  competitors  have  recognized  this  problem 
and  have  exploited  it  as  an  opportunity.   Their  exploitation  of  this 
opportunity  is  possible  because  they  are  provided  excellent  government- 
sponsored  support.   Even  though  sales  to  LDCs  represent  higher  risks, 
foreign  governments  accept  these  greater  risks  to  promote  export  trade. 

Textile  machinery  manufacturers'  need  for  improved  government- 
supported  export  financing  is  emphasized  in  Department  of  Commerce's 
publication  "U.S.  Industrial  Outlook  1977."   Citing  a  15  percent 
drop  in  U.S.  exports  of  textile  machinery  from  1975  to  1976,  this 
document  stated  that: 

"Financing  of  exports  remains  a  major  problem. 
Industry  sources  continue  to  cite  examples  of 
sales  orders  they  have  failed  to  get  because 
their  overseas  competitors  offered  more  favor- 
able terms  to  the  customers." 
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A  review  of  the  operations  of  the  foreign,  government-supported 
credit  financing  systems  which  are  available  to  domestic  textile 
machinery  manufacturers'  competitors  and  a  comparison  of  these  foreign 
systems  with  the  system  of  export  credit  available  to  domestic  textile 
machinery  manufacturers  demonstrates  the  competitive  disadvantage  to 
which  domestic  industry  is  subject. 

A.   Foreifcn  Systems: 

1 .  Belgium 

Office  National  du  Ducroire  (OND)  -  The  objective  of  OND  is  to 
facilitate  Belgium's  foreign  trade  and  investments  by  extending  guarantees 
which  reduce  credit  risks  associated  with  foreign  trade  transactions. 
Foreign  goods  and  services  which  are  incorporated  in  Belgian  supplies 
can  also  be  covered. 

OND  has  its  own  capital  which  is  made  up  of  various  government 
loans  and  at  present  amounts  to  Bel.  Frs.  2.5  billion. 

2.  France 

With  the  primary  objective  of  promoting  the  exportation  of 
French  goods,  the  French  government  provides  insurance  against  the  risk 
of  nonpayment  of  claims  arising  from  French  exports,  and  facilitates  the 
financing  of  exports  at  preferential  rates  through  financial  institutions 
established  in  1946: 

Banque  Francaise  pour  le  Commerce  Exterieur  (BFCE)  -  BFCE  is 
assigned  the  role  of  mobilizing  the  financing  necessary  to  export  trade. 
BFCE  finances  itself  primarily  by  borrowing  in  the  private  capital 
market  (France,  the  U.S.  and  in  the  Euromarket)  although  it  may  also 
borrow  from  the  French  Treasury. 

Compagnie  Francaise  d' Assurance  pour  le  Commerce  Exterieur 
(COFACE)  -  COFACE  was  established  to  provide  insurance  for  export  risks. 
It  insures  short-term  commercial  risks  for  its  own  account,  while 
insuring  all  other  risks  on  behalf  of  the  French  Government.   The  French 
treasury  provides  excess-of-loss  coverage  for  the  short-term  transactions, 
in  return  for  an  annual  payment  by  COFACE  of  2  percent  of  the  premiums 
it  charges.   For  all  other  transactions  COFACE  acts  on  behalf  of  the 
government  with  no  overall  or  annual  activity  ceilings.   COFACE  is 
expected  to  conduct  its  business  on  a  commercial  basis. 

3.  Germany 

To  promote  and  support  exports,  the  German  federal  government, 
under  its  official  export  credit  program,  carries  both  political  and 
commercial  risks.   These  risks  include  the  fluctuations  in  exchange 
rates.   However,  the  management  of  the  program  is  entrusted  to  a  private 
company  (Hermes). 


Digitized  by  VjOOQ IC 


415 

Kreditversicherungs-AG .   Hermes,  which  acts  as  agent  for  the 
government,  receives  annual  appropriations  to  cover  insurance  operations. 
All  premiums  accrue  to  the  Federal  treasury,  and  premium  income  consist- 
ently exceeds  operating  costs  and  insurance  claims. 

Financing  for  German  exports  is  provided  in  part  by  the  banking 
system  at  market  rates,  in  part  by  the  ref inane  ng  of  supplier  credits 
and  in  part  by  the  granting  of  direct  buyer  credits.   The  government 
occasionally  gives  aid  for  these  purposes  in  two  forms: 

AuKfukrkrgdit  Gesellschaft  (AKA)  -  The  AKA,  a  private  consortium 
of  fifty  noiTimercial  banks,  is  granted  a  $1.2  billion  line  of  credit  by 
the  Bundesbank  for  refinancing  medium-term  supplier  credits  with 
repayment  terms  up  to  four  years  under  the  AKA  B-Fund.   Remaining  funds 
are  raised  privately. 

Kreditanstalt  fur  Wiederaufbau  (KFW)  -  A  third  of  KFW's  financial 
resources  come  from  two  special  Government  funds  which  ot  ginated  in  the 
European  Recovery  Program.   Remaining  funds  are  raised  n  the  private 
market.    n  order  lo  be  financed  by  the  KFW,  a  transact  on  must  be  based 
on  a  contract  made  by  a  German  exporter  to  deliver  capita  goods  entirely 
to  developing  countries.   To  qualify  for  this  support   a  transaction 
must  have  a  value  of  at  least  DM5  million  and  normally  irtvo  ves  a  credit 
of  over  five  years  which  must  be  covered  by  a  government  guarantee. 

•1.   Italy 

The  Italian  state  first  participated  in  export  credit  insurance 
and  financing  for  export  credits  in  1927.   The  object  of  this  action  was 
to  match  correspond  ng  part  cipation  by  other  governments   This  support 
is  now  available  for  exports  to  all  countries  of  destination  and  provides 
coverage  fnr  commercial  and  political  risks.   This  type  of  credit 
insurance  gives  the  exporter  a  double  advantage:  (1)  Protection  against 
defaults  in  payments;  and  (2)  facilitation  of  credit  from  private 
financial  institutions. 

Institute  Nazionale  delle  Assicurazioni  (INA)  -  INA  is  an 
agency  of  the  Italian  government  and  operates  the  credit  insurance 
program  for  the  government's  account  subject  to  an  annual  authorization 
ceiling. 

Mediocredito  Centrale  -  Mediocredito  is  a  public  credit 
institution  which  derives  its  operating  funds  from  an  appropriate 
endowment  fund,  the  national  treasury  or  the  private  market. 

5.   Japan 

Export-Import  Bank  of  Japan. (EXIM)  -  Japan's  EXIM  is  a  wholly 
owned  government  institution  which  obtains  90  percent  of  its  funds  from 
the  Government  Trust  Fund  Bureau  and  10  percent  of  its  funds  from  the 
Government's  Industrial  Investment  Account.   Its  objective  is  to  supple- 
ment and  encourage  the  financing  of  exports,  imports  and  overseas 
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investments.   KXIM  also  administers  government  loans  to  developing 
countries  within  the  framework  of  the  aid  program.   EXIM  is  permitted 
to  guarantee  loans  by  private  financial  institutions  and  also  is 
permitted  to  provide  financing  equal  to  100  percent  of  the  value  of 
an  export  transaction. 

Ministry  of  International  Trade  and  Industry  (MITI)  -  The 
Export  Insurance  Division  (EID)  of  MITI,  a  government  agency,  operates 
the  Japanese  insurance  program  with  annual  liability  ceilings  fixed  by 
the  Diet.   Premiums  and  losses  are  credited  or  debited  to  the  Export 
Insurance  Special  Account  of  the  Treasury.   EID  insures  commercial 
risks  of  nonpayment  in  transactions  involving  Japanese  exports  of  goods 
and  services.   The  coverage  of  this  insurance  extends  from- the  date  of 
contract  or  of  delivery.   EID  covers,  under  General  Export  Insurance, 
90  percent  of  political  preshipment  and  postshipment   risks  and  60 
percent  of  preshipment  commercial  risks.   Under  Export  Proceeds 
Insurance,  EID  covers  90  percent  of  postshipment  political  risks  and 
90  percent  of  postshipment  commercial  risks.   EID  works  on  a  commercial 
basis. 

6.   Switzerland 

Generally  speaking,  the  Swiss  authorities  do  not  participate  in 
the  financing  of  export  credits.   Financing  is  provided  by  the  Swiss 
capital  market  which  has  always  satisfactorily  fulfilled  its  role  as 
supplier  of  funds  to  Swiss  exporters.   Official  support  has  been  confined 
to  a  governmental  credit  insurance  scheme  against  noncommercial  risks; 
two  private  companies  insure  commercial  risks.   Credit  insurance  was 
introduced  in  1934  to  promote  exports  and  insure  a  higher  level  of 
activity  in  the  Swiss  economy  which  is  heavily  dependent  on  exports. 
This  insurance  now  serves  to  facilitate  the  financing  of  medium  and 
long-term  export  business,  mainly  to  the  developing  countries. 

Office  for  Guaranteeing  Export  Risks  (GERG)  -  This  institution 
acts  on  behalf  of  and  at  the  directives  of  the  Swiss  Administration. 
GERG  serves  to  promote  exports  and  thus  maintain  a  high  level  of 
employment.   It  provides  guarantees  against  political  risks  of  non- 
payment of  credits  arising  out  of  Swiss  exports. 

7.   United  Kingdom 

Since  1961,  the  Clearing  Banks  (the  prime  source  of  funds) 
and  the  merchant  banks  have  financed  export  credits  at  fixed  interest 
rates  under  arrangements  concluded  with  the  government.   This  system  is 
operated  by  the  Export  Credits  Guarantee  Department  (ECGD).   ECGD's 
objectives  are:   (1)  To  encourage  exports  by  providing  export  credit 
insurance  against  both  commercial  and  noncommercial  risks;  and  (2)  to 
insure  the  availability  of  postshipment  export  financing  at  a  competitive 
cost.   In  selective  cases,  preshipment  financing  is  provided  through 
government-supported  guarantees  issued  to  banks  and  refinancing 
facilities. 
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ECGD  is  an  executive  agency  of  the  British  government  and  is 
responsible  to  the  Secretary  of  State  for  Trade.   ECGD's  funds  are 
appropriated  by  Parliament  to  finance  its  activities.   ECGD  operates 
within  an  overall  ceiling  on  outstanding  liabilities.   It  is  expected 
to  be  self-sustaining.   ECGD  has  operated  its  insurance  and  guarantee 
activities  at  no  net  cost  to  public  funds  since  its  establishment.   To 
the  contrary,  ECGD  has  accumulated  a  reserve  of  $400  million. 


The  above  -  described  systems  were  established  by  these  seven 
separate  governments  to  provide  officially  supported  export  credit 
financing  and  insurance  to  their  export-oriented  industries.   These 
systems  are  flexible  in  meeting  terms  and  conditions  offered  by  the 
competitors  of  their  domestic  manufacturers.   These  systems  are  usually 
willing  to  give  credits  in  higher  risk  developing  countries  and 
uniformly  act  promptly  on  loan  requests.   They  also  can  arrange  to 
combine  concessional  funding  from  their  development  assistance  programs 
with  more  traditional  export  finance  credits  from  official  government 
agencies.   This  procedure  is  known  as  "mixed  financing"  and  is  popular 
in  certain  LDCs.  It  is  important  to  note  that  despite  their  offering 
"flexible  terms"  and  agreement  to  finance  in  higher  risk  areas,  these 
foreign  systems  appear  to  operate  profitably. 

B.   United  States  System 

Export -Import  Bank  (Eximbank) 

1.   Eximbank  is  an  independent  corporate  agency  of  the  U.S. 
Government,  the  central  purpose  of  which  is  to  facilitate  and  finance 
U.S.  export  trade.   It  is  a  self-sustaining  institution  which  does  not 
operate  with  appropriated  funds.   It  is  the  only  institution  U.S.  or 
foreign  which  is  so  constructed.   This  unique  characteristic  is 
significant  in  the  following  ways: 

(a)  Eximbank  places  primary  emphasis  on  export 
assistance  rather  than  on  economic  development 

(as  is  the  case  with  AID  and  the  other  international 
financing  agencies). 

(b)  It  allows  U.S.  exporters  to  play  an  instrumental 
role  in  channeling  direct  loans  to  prospective 
customers. 

(c)  The  proceeds  of  its  loans  can  be  spent  only  in  the 
U.S. 

The  Export-Import  Bank  Act  of  1945  describes  the  objectives  which  the 
Bank  should  follow  in  implementing  its  policies  and  programs.   Three  of 
these  objectives  are:   (1)  "To  aid  in  financing  and  to  facilitate 
exports;"  (2)  "to  provide  guarantees,  insurance  and  extensions  of 
credit  at  rates  and  on  terms  and  other  conditions  which  are  competitive 


Digitized  by  VjOOQ IC 


418 

with  government -supported  rates  and  terms  and  other  conditions  available 
for  the  financing  of  exports  from  the  principal  countries  whose  exporters 
compete  with  U.S.  exporters;"  and  (3)  "to  seek  to  minimize  competition 
in  government -supported  export  financing." 

The  Bank  also  is  directed:   To  assume  commercial  and  political 
risks  that  exporters  or  private  financial  institutions  are  unable  to 
undertake. 

However,  these  four  objectives,  of  prime  importance  to  the 
domestic  textile  machinery  industry,  sometimes  assume  a  secondary  role 
in  Eximbank's  attempt  to  implement  the  other  duties  included  in  the 
Export- Import  Bank  Act  of  1945  as  amended  (the  Act).   In  its  efforts  to 
carry  out  these  objectives,  the  Bank  is  controlled  by  the  following 
guidelines: 

(a)  All  transactions  supported  must  have  reasonable 
assurance  of  repayment . 

(b)  Interest  rates  on  Eximbank  loans  are  set  by  weighing 
the  Bank's  cost  of  funds,  its  mandate  to  support  exports 
on  competitive  terms,  and  market  rates.   Eximbank  may 
provide  financing  at  lower  than  standard  rates  in  order 
to  be  competitive  with  financing  offered  by  official 
export  credit  agencies  of  other  major  trading  nations. 

(c)  In  cooperation  with  foreign  official  export  credit  agencies, 
the  Bank  seeks  to  minimize  government-supported  export 
credit  competition. 

(d)  In  authorizing  financing  support,  the  Bank  takes  into 
account  any  serious  adverse  effect  such  support  may 
have  on : 

(i)  The  competitive  position  of  U.S.  industry; 

(ii)  The  availability  of  materials  in  short  supply 
in  the  U.S. ; 
(iii)  Domestic  employment. 

Eximbank's  new  Chairman,  John  L.  Moore,  Jr.,  recently  emphasized  the 
Bank's  goals  of:  (1)  Fostering  international  cooperation  and  reducing 
competition  with  our  European  and  Japanese  allies;"  (2)  "sustaining 
U.S.  economic  growth,  with  special  emphasis  on  reducing  domestic 
unemployment,  especially  in  areas  where  the  rate  of  unemployment  is 
high;"  and  (3)  "assisting  the  participation  of  the  developing  countries 
in  economic  progress."   These  goals  are  pertinent  to  the  problems 
confronting  the  U.S.  textile  machinery  industry. 
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2.   Special  Problems  with  U.S.  System  (Eximbank/FCIA) 
as  Faced  by  U.S.  Textile  Machinery  Manufacturers. 

(a)  Eximbank,  unlike  most  of  its  foreign  competitors,  operates 
as  a  self-sustaining  institution  and,  as  such,  must  maintain  a  level 

of  earnings  high  enough  to  make  adequate  additions  to  its  reserve  against 
future  losses.   Eximbank  is  also  required,  when  possible,  to  pay  a 
dividend  to  the  U.S.  Treasiny  on  its  $1  billion  investment.   This  profit 
requirement,  set  by  its  Chart* r,  prevents  the  Bank  from  following  a 
liberal  iinancinp  policy.   Foreign  systems  regularly  permit  their 
exporters  to  realize  any  such  profit. 

(b)  In  many  cases  Eximbank  does  not,  as  required  by  the  Act, 
"provide  financing  at  conditions  competitive  with  those  available  from 
foreign  government-supported  systems."   For  example,  in  instances 
where  Eximbank  offered  five-year  terms  at  interest  rates  ranging  from 
9  to  12  percent,  ECGD  (United  Kingdom)  and  Hermes  (Germany)  offered 
ten-year  terms  at  interest  rates  ranging  from  5  to  7  percent. 
Eximbank 's  flexibility  is  further  limited  by  its  policy  of  strictly 
maintaining  its  interest  rates  in  force  at  the  moment. 

(c)  Many  more  textile  machinery  sales  would  result  if  Eximbank 
were  willing  to  match  the  terms  offered  by  its  counterparts  abroad. 
The  "Gentlemen's  Agreement"  of  the  Berne  Union,  which  seeks  to  minimize 
this  competition,  is  ineffective. 

(d)  Eximbank,  with  its  guideline  of  "reasonable  assurance  of 
repayment,"  lacks  the  flexibility  of  its  counterparts  in  undertaking 
certain  commercial  and  political  risks.   Foreign  systems  give  coverage 
even  in  Egypt  and  Indonesia.   Eximbank  will  not  support  transactions 
in  these  countries.   The  feeling  also  exists  that  FCIA's  requirements 
are  loo  stringent,  and  that  this  agency  is  interested  only  in  countries 
with  "A"  credit  ratings. 

(e)  The  credit  approval  cycle  of  Eximbank  is  too  slow.   Expe- 
ditious responses  to  requests  for  loans  are  essential  for  domestic 
firms  to  compete  with  foreign  firms  operating  with  government -supported 
systems  which  react  to  such  requests  promptly. 

CONCLUSIONS  AND  RECOMMENDATIONS 

Either  a  new  government-supported,  fully  competitive  export 
credit  financing  and  insurance  facility  or  the  removal  of  impediments 
to  Eximbank' s  performance  of  services  comparable  to  those  provided 
foreign  companies  by  their  government-supported  systems  is  needed  by 
the  U.S.  textile  machinery  industry. 

1.  To  support  domestic  industry's  participation  in  the  large 
growth  markets  of  the  LDC  with  the  following  guidelines: 
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(a)  Realistic  Credit  Terms  and  Conditions  Are  Necessary  to 
Enable  Firms  to  Compete  with  Overseas  Manufacturers.   Many  textile 
machinery  sales  have  been  lost  by  domestic  manufacturers  during  the 
last  four  calendar  years  because:  (1)  Eximbank  assistance  was  not 
available  lor  transactions  in  which  competitors'  government-supported 
export  credit  agencies  were  involved;  or  (2)  the  assistance  offered 
was  not  competitive  with  that  offered  to  foreign  exporters  by  their 
government-supported  systems. 

The  Gentlemen's  Agreement"  negotiated  by  the  Berne  Union  to 
inhibit  the  use  of  concessionary  financing  is  ineffective.   It  lacks 
the  authority  to  carry  out  its  "raison  d'etre":   To  control  the 
commercial  credit  rates  and  terms  offered  by  industrialized  states. 
There  is  no  mechanism  to  enforce  its  guidelines  against  participants 
which  violate  this  agreement.   This  lack  of  enforcement  mechanisms 
along  with  greatly  intensified  international  trade  competition,  have    ^. 
led  countries  to  ignore  the  Berne  Union  limitations  to  aid  their  own 
exporters  in  securing  sales.   In  the  highly  competitive  international 
market,  Eximbank 's  unique  adherence  to  the  Berne  Union  has  placed  U.S. 
exporters  at  a  competitive  disadvantage. 

(b)  Acceptance  of  the  Greater  Commercial  and  Political  Risks 
Inherent  in  Dealing  with  New  and  Unproven  Markets  and  Customers.   On  1 y 
superior  credit  risks  are  undertaken  by  commercial  banks.   In  cases 
where  the  importing  country  controls  the  allocating  of  exchange, 
Eximbank  will  not  participate  without  definite  assurance  that  dollars 
will  be  available  to  service  the  loan.   In  contrast,  foreign  government- 
supported  systems  usually  assume  greater  risks.   Such  systems'  financing 
of  Indonesian  sales  illustrates  this  point. 1 

(c)  Agreement  of  Accept  Concessionary  ("Mixed")  Financing 
(Combination  of  Foreign  Aid  with  Commercial  Terms)  When  Necessary 
to  Win  Important  Orders. 

(d)  Prompt  Service  in  Reviewing  a  Buyer's  Financial  Statements, 
Especially  When  the  Buyer  is  Known  to  be  a  Good  Risk.   Sales  have  been 
lost  to  domestic  firms'  foreign  competitors  because  of  the  much  longer 
time  it  takes  Eximbank/FCIA  to  agree  to  finance  such  sales  than  is 
required  for  such  decisions  by  the  government-supported  export  credit 
systems  available  to  domestic  firms'  foreign  competition. 

2.   To  enable  the  textile  machinery  industry  to  obtain  the 
orders  they  need  now  to  survive  and  prosper.   Chart  "1"  illustrates 
the  extent,  in  real  dollars  of  this  industry's  decline  during  the 
past  ten  years.   These  years  were  very  important  growth  years  for  the 
world's  textile  industry.   Availability  of  competitive  financing  would 
have  prevented  the  downward  curve  which  started  in  1974. 


1/    Indonesia  represents  a  very  large  growth  market  for  textile  machinery 
with  sales  of  $246  million  per  annum  forecasted  for  1980  and  beyond. 
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3.  To  return  this  industry  to  a  positive  balance  of  trade 
not  enjoyed  since  1966.   Chart  "2"  illustrates  in  both  real  (1967) 
and  current  (inflated)  dollars  the  continuing  negative  balance 
between  textile  machinery  exports  and  imports.   During  the  five-year 
period  1972-1976,  the  U.S.  textile  machinery  industry  shipped  machines 
totalling  $4.3  billion.   Of  this  amount,  $1.35  billion  (31  percent) 
were  for  the  export  market,  which  represents  a  significant  contribution 
to  the  country's  balance-of-payments .   However,  during  this  same  period, 
U.S.  textile  mills  imported  nearly  $2  billion  of  foreign  textile 
machinery.   This  activity  resulted  in  a  negative  balance  of  trade  of 
$635  million  for  the  textile  machinery  industry  alone.   Of  greatest 
significance  is  that  while  textile  machinery  exports  declined  15  percent 
in  1976  (from  $317  million  in  1975  to  $270  million  in  1976),  imports 
rose  30  percent  in  the  same  period  (from  $326  million  in  1975  to  $425 
million  in  1976).   More  effective  financial  support  from  the  government 
would  have  permitted  the  domestic  textile  machinery  industry  to 
compensate  for  this  $155  million  deficit  through  greater  sales  to  the 
LDCs. 

4.  To  help  stem  the  rising  tide  of  unemployment  in  this 
industry .   Chart  "3"  uses  figures  from  the  U.S.  Department  of  Labor , 
Bureau  of  Labor  Statistics  re:   "Employment  and  Earning  Trends  in  the 
Textile  Machinery  Industry."   These  data  indicate  that  the  total  number 
of  employees  in  the  industry  has  steadily  declined  during  the  past 
eleven  years  from  46,300  in  1966  to  31,100  in  1976.   This  represents 

a  loss  of  15,200  jobs,  or  33  percent  of  the  labor  force.  This 

downward  trend  is  likely  to  continue.   If  this  trend  does  continue, 

employment  in  the  industry  could  reach  28,000  in  January,  1978,  or  only 
60  percent  of  the  1966  labor  force. 

There  are  two  principal  reasons  for  this  decline  in  employment: 
(1)  The  worldwide  recession  of  1975-76  which  affected  all  industries; 
and  more  importantly  (2)  lack  of  textile  machinery  orders  which  has 
resulted  from  the  conditions  described  herein.   It  is  the  belief  of  the 
industry  that  former  employment  levels  will  not  be  regained  without  a 
new,  competitive  export  credit  system.   A  large  percentage  of  the 
unemployment  in  the  textile  machinery  industry  is  occurring  in  the 
Northeast  where  the  unemployment  rate  is  already  high.   Employment  in 
the  U.S.  textile  machinery  industry  should  be  growing  with  the  world's 
population  as  is  employment  in  competitive  industries  in  Western 
Europe  and  elsewhere. 

5.  To  provide  domestic  textile  machinery  manufacturers,  through 
their  successful  competition  in  the  international  market,  with  the  . 
profits  essential  to  the  industry's  undertaking  the  research  and 
development  activities  which  are  essential  to  the  industry's  continued 
viability. 

6.  To  permit  domestic  textile  machinery  manufacturers  to 
participate  in  transactions  involving  all  nations  regardless  of  their  , 
internal  policies  or  status  as  a  Most  Favored  Nation.   One  objective 
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of  the  new  facility  would  be  to  serve  as  a  catalyst  to  enable  private 
transactions  to  go  forward  by  supplementing  private  financing  resources. 
Eximbank  cannot  participate  in  transactions  involving  non-MFN  countries. 
Government  policy,  however,  encourages  trade  with  such  countries. 
Therefore,  it  is  essential  to  have  the  credit  and  insurance  facilities 
to  support  such  trade.   Foreign  manufacturers  do  not  operate  under 
similar  restraints.   As  a  result,  foreign  manufacturers  are  obtaining 
orders  whioh  might  otherwise  come  to  the  U.S. 


Government-supported  export  financing  and  credit  insurance 
are  indispensable  if  U.S.  exporters  are  to  have  adequate  financing  for 
an  expanding  export  trade.   All  major  trading  nations  presently  have 
such  systems.   However,  the  U.S.  system,  Eximbank,  fails  to  provide 
domestic  exporters  with  services  similar  to  those  provided  their 
foreign  competitors  by  their  governments.   Domestic  industry  is  thereby 
placed  a i  a  competitive  disadvantage  which  must  be  alleviated. 

ISSUES  AND  ANSWERS  RELEVANT  TO  AGGRESSIVE,  GOVERNMENT-SUPPORTED 
EXPORT  CREDIT  FINANCING. 

A.  Item:   The  funds  involved  amount  to  foreign  aid. 

Answer:   Not  so;  the  outlays  cover  U.S.  goods  and 
services  provided  by  U.S.  firms  and  workers. 

B.  I  tern:   Loans  financing  exports  of  advanced  production 
equipment  provide  foreign  countries  with  a  capability  with  which 
these  countries  can  then  supplant  U.S.  production  of  the  end-item 
by  exports  to  the  U.S.  and  to  a  third  market. 

Answer:  Not  so;  our  foreign  textile  machinery  competitors 
have  (.technical  and  economic  capabilities  equal  (or  superior)  to  ours. 

C.  Item:   Taxpayers'  money  is  being  used  to  finance  machinery 
that  will  result  in  more  textile  products  entering  the  U.S.  market. 

Answer :  Not  so;  the  necessary  machinery  will  be  purchased 
from  other  countries.  Our  competitors  stand  by  with  similar  proposals 
and  better  financing  packages. 

D.  Item:   Eximbank  has  given  the  textile  machinery  industry 
disproportionate  support  compared  with  other  industries. 

Answer:   Not  so;  textiles  are  often  the  main  industry 
in  those  countries  where  financing  is  required. 

E.  Item:   The  U.S.  Government,  without  opposition  from  the 
textile  mills,  willingly  supports  P.L.  480  financing  of  exports  of 
American  cotton  to  foreign  textile  industries  to  be  processed  mainly 
on  foreign  machinery. 
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Answer :   Textile  machinery  manufacturers  should  be  afforded 
similar  financing  to  enable  them  to  sell  U.S.  machinery  for  processing 
P.L.  480-f inanced  cotton.   Japan  was  recently  granted  an  Eximbank  loan 
of  $75  million  to  help  finance  Japan's  purchase  of  U.S.  raw  cotton. 
Eximbank  stated  this  loan  will  have  "favorable  impact"  on  the  nation's 
trade  balance  over  the  coming  year.   As  mentioned  above,  financial 
support  from  our  government  for  financing  sales  of  textile  machinery 
to  the  LDGs would  have  a  much  greater  favorable  impact  on  our  balance- 
of-payments. 
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March  10,  1978 


Honorable  Stephen  L.  Neal 

Chairman,  Sub-Committee  on  International  Trade 

Investment  &  Monetary  Policy- 
House  Banking  Finance  <Sc  Urban  Affairs  Committee 
331  Cannon  House  Office  Building 
Washington,  D.C.  20515 

Dear  Congressman  Neal: 

I  am  President  of  Local  #156,  Wildman  Jacquard  Div. 
of  Hayes-Albion  Corporation  in  Norristown,  Pa.  We 
understand  that  you  are  currently  holding  hearings 
about  the  future  policies  of  the  Eximbank  of  the 
United  States.  We  are  concerned  that  our  company 
is  constantly  faced  with  decreasing  employment 
which  is  partially  due  to  the  lack  of  adequate  ex- 
port financing. 

During  the  past  two  (2)  years,  we  have  lost  approxi- 
mately 200  jobs  representing  4-7#  of  our  workforce. 
To  a  certain  extent,  this  is  due  to  declining  sales 
which  should  have  been  supported  by  aggressive  export 
sales. 

We  encourage  you  to  take  the  necessary  steps  to  enable 
our  employer  to  sell  or  receive  and  help  us  stop  los- 
ing ground.   Our  jobs  are  at  stake  here  and  we  are 
very  much  concerned. 

Thank  you  for  your  attention  to  this  request. 

Very  truly  yours, 


John  W.  Riley  (/ 
President,  Local  #156 


25-303  O  -  78  -  28 
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LODGE  #1605 


International  Association  of  Machinists  and  Aerospace  Workers 

AFL-CIO 

WARWICK,  R.  I. 

<^>>»  March  10,  1978 

U.  S.  Representative  Stephen  L.  Neal 
Chairman,  Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policies 
Housing,  Banking,  Finance  and  Urban  Affairs 

Committee 
331  Cannon  Office  Building 
Washington,  DC  20515 

Dear  Congressman  Neal: 

As  Business  Representative  for  District  64,  International  Associa- 
tion of  Machinists  and  Aerospace  Workers,  AFL-CIO,  representing 
among  others  in  Rhode  Island  Local  Lodges  for  the  production  workers 
at  Leesona  Corporation  and  Parkinson  Manufacturing  Company,  both 
such  companies  being  manufacturers  of  textile  machinery,  I  wish 
to  bring  to  your  attention  a  matter  of  significant  importance. 

I  understand  that  you  are  currently  holding  hearings  about  the 
future  policies  of  the  Export  Import  Bank  of  the  United  States* 
I  would  like  to  express  my  membership's  concern  for  the  fact  that 
we  are  constantly  faced  with  decreasing  employment  at  our  companies, 
partially  due  to  the  lack  of  these  firms*  ability  to  secure  adequate 
export  financing. 

Specifically  over  the  past  three  years  the  Local  Lodge  for  the 
Leesona  Corporation  has  lost  approximately  450  jobs  representing 
50%  of  its  membership  at  least  to  some  extent  due  to  declining 
sales  which  should  have  been  replaced  by  export  business. 

I  encourage  you  to  take  the  necessary  steps  to  enable  our  employers 
to  sell  overseas  and  help  us  stop  losing  ground.   Our  jobs  are  at 
stake  here  and  we  are  most  concerned  about  it. 

Thank  you  for  your  attention  to  this  request. 

Sincerely  yours, 


Daniel  L.  Chapman 
Business  Representative 
District  64,  TAMAW,  ArL-CIO 
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International  Association  of  Machinists  and  Aerospace  Workers 

AFL-CIO 


WARWICK,  R.  I. 

0»  March  10,  1978 

U.  S.  Representative  Stephen  L.  Neal 
Chairman,  Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policies 
Housing,  Banking,  Finance  and  Urban  Affairs 

Committee 
331  Cannon  Office  Building 
Washington,  DC  20515 

Dear  Congressman  Neal: 

I  am  President  of  Local  Lodge  1605,  District  64,  International 
Association  of  Machinists  and  Aerospace  Workers,  AFL-CIO,  which 
represents  production  employees  at  the  Leesona  Corporation, 
Warwick,  Rhode  Island,  a  manufacturer  of  textile  machinery  on  a 
world-wide  basis. 

We  understand  that  you  are  currently  holding  hearings  about  the 
future  policies  of  the  Export  Import  Bank  of  the  United  States. 
We  would  like  to  express  our  concern  for  the  fact  that  we  are 
constantly  faced  with  declining  employment  at  Leesona,  partially 
due  to  the  lack  of  our  company's  ability  to  secure  adequate 
export  financing. 

Over  the  past  three  years  we  have  lost  approximately  450  jobs, 
representing  50%  of  our  Union  membership,  at  least  to  some  extent 
due  to  declining  sales  which  should  have  been  replaced  by  export 
business. 

We  encourage  you  to  take  the  necessary  steps  to  enable  our  employer 
to  sell  overseas  and  enable  us  to  stop  losing  ground.  Our  jobs 
are  at  stake  here  and  we  are  most  concerned  about  it. 

Thank  you  for  your  attention  to  this  request. 

Sincerely  yours, 


Robert  G.  Sullivan 
President,  Lodge  1605 
IAMAW   AFL-CIO 
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Donald  R.  Hackett 

Lodge  641 

454  Monmouth  Street 

Winston-Salem,  K.C.   27107 

March  13,  1978 


The  Honorable  Stephen  L.  Neal 
The  U.S.  House  of  Representatives 
502  Cannon  Office  Building 
Washington,  D.C.   20510 

Dear  Mr.  Neal: 

My  name  is  Donald  R.  Hackett  and  I  am  President  of  Local  Lodge  641 
of  The  International  Association  of  Machinists  and  Aerospace  Workers. 
Local  Lodge  641  represents  the  production  and  maintenance  workers  di 
The  Bahnson  Company  in  Winston-Salem,  N.C.  We  manufacture  equipment  for 
textile  plants.  Through  the  years  much  of  our  equipment  has  been  nide 
for  export.  Recently,  our  production  and  shipment  of  machinery  to  foreign 
customers  has  declined.  This  decline  has  resulted  in  fewer  jobs  in  our 
plant.  It  is  because  of  this  job  decline  that  I  am  writing  you  this  letter. 

The  EXIM  Bank  in  previous  years  has  helped  my  company  exro»"t  rachinery 
to  overseas  customers.  It  is  my  understanding  that  the  EXIT*  Cank  is  up 
for  reauthorization  and  that  you  as  Chairman  of  the  House  Subccrrittee 
on  International  Trade,  Investment  and  Monetary  Policy  are  receiv'nn  infor- 
mation from  people  such  as  myself  who  are  interested  in  seeing  tre  £!>" IT"! 
Bank  continue  operating.  It  is  my  hope  that  you  will  support  the  'drinis- 
tration's  proposal  to  reauthorize  EXIM  for  five  years  and  raise  it<  con- 
mi  tment  authority  from  the  present  25  billion  to  40  billion  and  increase 
the  limitations  on  guarantees  and  insurance. 

I  also  hope  that  your  Committee  will  indicate  to  the  management  of 
EXIM  that  we  at  Bahnson  need  for  EXIM  to  be  more  competitive  with  their 
foreign  counterparts  in  its  handling  of  financing  for  the  export  o*  our  equip- 
ment. This  needed  improvement  will  help  us  export  our  machinery,  create 
jobs,  and  improve  the  nation's  trade  deficit.  Any  help  you  car  rive  us  in 
being  more  successful  in  exporting  our  equipment  will  be  appreciates. 


/ 


Sincerely  Yours, 


T/ 


Donald  R.  Hackett 
President 
Lodge  641 
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Woclnwlt-Orapf  Division 

nMdfciQ  Foundry  •*       ■  it 

p.o.  box  168  Rockwell 

RMdmo.  pa  10603  International 

(215)  378-7600  inwmauunai 


March  9,  1978 

The  Honorable  Stephen  Neal 
Subcommittee  or' International  Trade 
House  Committee  on  Banking 
House  of  Representatives 
Washington,  DC  20516 

Dear  Mr.  Stephen  Neal : 

I  would  like  to  express  my  concern  in  support  for  strengthening  the 
Export/Import  Banks  of  the  United  States. 

The  United  States  has  experienced  a  steadily  declining  balance  of 
trade  in  the  textile  machinery  industry.  One  of  the  major  reasons 
for  this  unfavorable  balance  of  trade  and  rising  tide  of  unemploy- 
ment in  the  U.  S.  textile  machinery  industry  is  the  lack  of  ade- 
quate financing  to  compete  in  International  markets. 

At  the  Reading  foundry  we  have  experienced  the  following  demand  for 
castings  for  textile  machinery  which  has  meant  a  loss  of  jobs. 


FY  '76 

4,507  tons 

FY  '77 

4,231  tons 

Forecast  78 

3,712  tons 

The  drop  in  tonnage  represents  an  equivalent  loss  of  40  jobs  at  this 
location. 

We  recommend  ammendments  to  the  Export/Import  Banks  of  United  States 
Act  designed  to  enable  Eximbank  to  provide  competitive  interest  and 
insurance  rates  in  an  expeditious  manner. 

Thank  you  for  your  consideration. 

Yours  truly, 


J.«).6l 


John  W.  Warren 
Director  of  Foundries 
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Textile  Machinery  Divisions 

Rockwell  International 


March   10 ,    1978 


Draper  Division 

Mullins  Highway 

Marion.  South  Carolina  29571 

(803)  423-1660 


The  Honorable  Stephen  Neal 
House  of  Representatives 
Washington ,  DC   20515 


Dear  Congressman  Neal: 

I  strongly  support  the  Eximbank,  and  further  ex- 
pansion of  its  functions  in  order  for  American  business 
to  become  more  competitive  in  the  world  market. 

The  Rockwe 11 -Draper  Plant  in  Marion ,  South  Carolina , 
in  which  I  am  employed  has  seen  its  workforce  re- 
duced from  410  people  in  1974  to  215  people  today. 
This  reduction  for  the  most  is  the  result  of  the  loss 
of  overseas  markets  brought  about  by  Rockwell-Draper's 
inability  to  offer  financial  incentives  equal  to  those 
of  our  foreign  competitors. 

The  strengthening  of  Eximbank *s  programs  is  of  vital 
concern  to  this  Plant  and  the  Marion  area  for  it  will 
strengthen  the  competitiveness  of  our  products  and  aid 
us  in  maintaining  our  employment. 


Very  truly  yours , 


ROCLWELL  INTERNATIONAL 
Draper  Division 
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Rockw«ll-Drap«r  Division  Rns*lf  uuoll 

Seebe  fl.ver.  NH  032 1 9  nU^IVWCII 

(603)536-1080         International 

March  10,  1978 


Hon.  Stephen  Neal,  Chairman 

House  Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policy 
House  of  Representatives 
Washington,  DC   20515 

Dear  Representative  Neal: 

It  is  our  understanding  that  the  95th  Congress  is  reviewing 
the  performance  and  will  decide  the  future  of  the  Export/ 
Import  Bank  of  the  United  States  in  the  next  few  weeks  and 
that  the  House  Subcommittee  on  International  Trade,  Invest- 
ment and  Monetary  Policy  will  hold  hearings  the  week  of 
March  13th. 

Export  sales  are  extremely  important  to  Rockwell-Draper  if 
we  are  to  maintain  employment  of  our  people  particularly  in 
these  high  competitive  times  in  the  present  depressed  market. 
Our  competitors  for  these  export  sales  are  consistently 
winning  business  with  better  financing  proposals  than  those 
that  are  presently  offered  by  the  Eximbank. 

I  would,  therefore,  encourage  expanding  the  function  and 
strengthening  the  competitiveness  of  the  Eximbank  program. 

We  trust  you  share  with  us  our  interest  in  and  support  for 
an  improved  Eximbank  System. 

Sincerely, 


yJohn   H.  Blackburn 
Plant  Manager 
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STATEMENT  OF  JOHN  S.  WITHERS,  PRESIDENT,  GROVE  INTER- 
NATIONAL CORP.,  NEW  TORE,  N.Y.,  VICE  CHAIRMAN,  INTER- 
NATIONAL COMMITTEE,  ASSOCIATED  GENERAL  CONTRACTORS  07 
AMERICA  (AGC),  ON  BEHALF  OF  THE  ASSOCIATED  GENERAL  CON- 
TRACTORS, ACCOMPANIED  BY  ROBB  TEER,  HELLO  L  TEER  CO. 

Mr.  Withers.  Thank  you,  Mr.  Chairman.  I  am  John  S.  Withers, 
president  of  Grove  International  Corp.  of  New  York  City,  a  member 
of  the  Associated  General  Contractors  of  America. 

I  am  accompanied  today  by  Mr.  Robb  Teer  of  the  Nello  L.  Teer 
Co.  of  Durham,  N.C.,  also  a  member  of  AGC. 

Grove  International  Corp.  is  a  construction  company  presently 
working  in  the  international  construction  markets.  The  Associated 
General  Contractors  of  America  has  8,200  members  who  perform 
about  70  percent  of  all  the  construction  work  done  in  this  country  and 
nearly  half  of  that  done  by  Americans  abroad. 

I  come  here  today  on  behalf  of  AGC  to  provide  the  subcommittee 
with  some  of  our  observations  pertaining  to  the  operation  of  the  Ex- 
port-Import Bank  and  to  make  two  specific  recommendations  for  your 
consideration,  the  first  being  that  AGC  unequivocally  supports  the 
extension  of  and  an  increase  in  the  Bank's  authority. 

In  support  of  our  recommendations,  I  would  like  to  share  with  you 
some  oi  our  experiences. 

AGC  contractors  operating  overseas  have  often  participated  in  proj- 
ects either  funded  or  guaranteed  by  the  Bank,  and  as  the  interna- 
tional development  market  continues  to  expand  and  attract  greater 
competition  from  the  construction  industries  of  Europe  and  Asia,  the 
Bank's  support  of  U.S.  export  becomes  even  more  essential  to  our 
industry  and  to  the  financial  well-being  of  our  country. 

The  subcommittee  need  look  no  further  than  the  unprecedented  $27- 
billion  trade  deficit  incurred  by  the  United  States  in  1977  and  the 
recently  announced  $2.3-billion  deficit  for  January  1978.  Gentlemen, 
I  submit  that  these  figures  support  not  only  the  necessity  of  the  Bank's 
continued  operation  but  suggest  a  greater  or  expanded  effort  by  the 
Bank  in  the  promotion  of  U.S.  exports. 

Many  interpret  these  figures  as  merely  reflecting  the  increased  cost 
of  foreign  oil.  However,  if  we  examine  the  January  figures,  we  see 
sharp  declines  in  the  export  of  machinery,  manufactured  goods,  farm 
products,  and  chemicals.  Further,  the  January  figures  reveal  that  the 
decline  in  new  factory  orders  and  shipments  were  the  steepest  for  any 
month  since  December  1974.  Such  across-the-board  declines  in  export 
levels  are  indicative  of  lower  levels  of  world  demand  for  U.S.  prod- 
ucts, and  we  submit  that  in  the  case  of  engineering  and  construction 
services,  this  lessening  in  demand  is  a  function  of  price. 

U.S.  engineering  and  construction  capability  is  the  best  in  the world. 
However,  it  is  often  the  most  expensive  due  to  the  support  which  our 
European  and  Asian  competitors  receive  from  their  governments.  In 
addition,  we  find  our  competitive  ability  to  be  severelv  undermined 
by  the  individual  and  comoined  effects  of  tax  laws,  trade  regulations, 
and  finally  and  most  importantly,  the  lack  of  a  consistent  export  pro- 
motion program  on  the  part  of  the  U.S.  Government 
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There  was  a  time  when  American  construction  know-how  resulted 
in  our  getting  a  much  larger  share  of  the  international  rwket.  Times 
have  changed.  The  Western  Europeans,  Japanese,  and  Koreans  now 
have  construction  technology  rapidly  approaching  ours. 

In  1975  the  top  400  American  construction  companies  did  an  inter- 
national volume  of  $21.8  billion.  Unfortunately,  in  1976  this  had 
dropped  to  $15.6  billion. 

The  American  share  of  a  growing  market  is  decreasing,  clearly  an 
indication  that  to  survive  in  this  market,  we  must  become  more  com- 
petitive. Our  competitors  have  loan  insurance  and  guarantee  programs 
that  give  them  a  critical  edge.  We  suggest  that  the  extension  of  Exim- 
bank  dc  directed  in  such  a  way  as  to  create  an  improved  climate  for  the 
export  of  U.S.  products  and  services. 

Chairman  Neal.  Mr.  Withers,  if  you  would  suspend  for  a  few 
minutes,  I  have  to  go  answer  another  rollcall.  I  will  be  right  back. 

[Briei  recess.] 

Chairman  Neal.  We  will  reconvene  the  subcommittee  hearings. 

I  would  like  to  point  out  to  the  witnesses  and  others  who  are  inter- 
ested that  even  though  this  appears  chaotic  and  hectic — and,  of  course, 
it  is — that  we  will  have  a  chance  later  to  read  over  your  testimony, 
and  if  we  have  other  questions,  we  can  contact  you  by  phone  or  some 
other  means.  We  certainly  think  your  testimony  is  important,  and  we 
need  it. 

Mr.  Withers,  please  continue  your  testimony. 

Mr.  Withers.  Mr.  Chairman,  in  connection  with  our  support  of  the 
extension  of  Eximbank,  AGC  strongly  recommends  that  tne  extension 
of  the  Bank's  charter  be  accompanied  by  only  those  legislative  direc- 
tives which  enhance  or  assist  its  primary  objectives.  We  believe  that 
the  elements  present  in  the  administration's  emphasis  on  human  rights 
and  possible  application  of  the  National  Environmental  Protection 
Act  to  the  Bank's  operations  can  only  serve  to  inhibit  our  export  effort 
and  accelerate  our  trade  imbalances. 

We  appreciate  that  financial  considerations  should  be  sensitive  to 
the  problems  of  the  oppressed  and  the  preservation  of  environmental 
quality.  However,  we  stress  the  need  to  examine  these  objectives  in 
light  of  the  vital  and  stated  role  of  the  Bank  and  the  needs  of  recipient 
countries. 

That  brings  me  to  our  second  recommendation. 

Under  the  direction  of  John  Moore,  the  Bank  is  attempting  a  new 
and  more  aggressive  policy  direction.  We  applaud  and  encourage  this 
breakaway  from  "lender  of  last  resort"  concept,  and  we  recommend 
that  the  Bank  be  given  the  increased  lending  authority  required  to 
give  substance  to  these  policies.  While  the  Bank  has  been  effective  in 
the  past,  the  demands  of  the  immediate  future  will  require  an  increas- 
ingly competitive  and  available  capital  source  in  the  form  of  loans, 
guarantees  and  insurance.  If  the  Bank  is  to  meet  these  challenges,  it 
must  be  given  the  opportunity,  within  its  legislative  framework,  to 
improve  existing  programs  and  initiate  new  programs  aimed  at 
facilitating  our  Nation's  export. 

AGC  recommends  the  institution  of  a  new  program  at  the  Bank. 
Specifically,  AGC  recommends  that  Eximbank  take  over  in  its  com- 
plete form  the  construction  services  insurance  program  presently 
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offered  by  the  Overseas  Private  Investment  Corporation,  OPIC.  We 
recommend  the  transfer  of  the  program  from  OJPIC.  not  as  a  result 
of  any  dissatisfaction  with  OPIC's  administration  of  the  programr— 
far  from  it — but  due  to  the  recently  announced  limitation  of  me  pro- 
gram of  OPIC  to  countries  with  a  per-capita  income  of  less  than 
$1,000.  This  new  country  eligibility  criteria  will  cause  the  termination 
of  the  program  in  many  of  our  principal  markets,  markets  which  ex- 
hibit an  identifiable  factor  of  political  risk.  OPIC  has  requested  that 
Eximbank  consider  adoption  of  the  program  not  only  in  countries  in 
which  OPIC  presently  offers  it,  but  in  all  countries  where  Eximbank 
supports  U.S.  export. 

The  primary  interests  of  the  U.S.  construction  industry  in  the  OPIC 
program  is  one  of  being  competitive.  The  governments  of  Europe  and 
Asia  make  available  similar  programs  to  their  contractors  operating 
in  the  developing  world.  If  U.S.  contractors  are  to  be  competitive 
they  must  be  able  to  obtain  insurance  coverage  for  political  risks.  If 
such  risks  can  be  covered  at  a  recognized  premium  cost,  bids  can  be 
made  more  competitive.  Conversely,  if  contractors  are  forced  to  be 
self -insured  for  these  risks,  the  resulting  bid  will  be  higher  than  one 
offered  by  a  foreign  competitor  utilizing  a  Government-backed  polit- 
ical risk  insurance  program. 

Under  the  construction  services  program,  OPIC  will  protect  U.S. 
contractors  doing  business  with  foreign  governments  or  private  entities 
against  90  percent  of  the  damage  to  construction  equipment,  plant, 
materials,  and  other  physical  assets  resulting  from  war,  revolution,  or 
insurrection.  It  will  also  cover  expropriation  of  a  U.S.  company's 
tangible  assets  and  bank  accounts. 

In  the  case  of  contracts  with  foreign  governments  or  agencies 
thereof,  OPIC  will  cover  up  to  50  percent  of  a  claim  when  the  foreign 
government  refuses  to  make  use  of  the  arbitration  procedures  specified 
in  the  underlying  contract,  for  settlement  of  disputes  and  up  to  90 
percent  of  the  claim  when  the  foreign  government  refuses  to  pay  Under 
an  arbitral  award  in  favor  of  the  U.S.  contractor. 

In  the  case  of  contracts  with  private  entities,  OPIC  will  protect  the 
U.S.  contractor  against  90  percent  of  a  claim  arising  from  the  break- 
down of  the  dispute-resolving  mechanism  due  to  host  government 
involvement. 

Inconvertibility  coverage  with  respect  to  payments  to  a  U.S.  con- 
tractor is  also  available  from  OPIC. 

During  the  period  from  November  1972  through  December  1977 
OPIC  issued  a  total  of  26  construction  services  insurance  contracts, 
with  aggregate  maximum  insured  amounts  of  $39.2  million  for  incon- 
vertibility coverage,  $107,137,150  for  expropriation,  and  $106,537,080 
for  war,  revolution,  and  insurrection  coverage. 

While  these  figures  might  suggest  low  utilization  of  the  program, 
we  advise  the  subcommittee  that  they  represent  jobs  awarded  rather 
than  jobs  bid.  As  a  general  rule,  contractors  bid  approximately  20 
jobs  for  every  job  awarded,  and  accordingly,  utilization  of  the  pro- 
gram is  much  greater  than  these  figures  suggest. 

Gentlemen,  a  breakdown  of  these  contracts  is  attached  to  my 
testimony. 
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The  estimated  total  premium  for  these  contracts  is  $2,750,000. 
Claims  payments  by  OPIC  for  OPIC-issued  coverages  were  $139,432 
for  expropriation  and  $12,500  for  war. 

As  these  figures  illustrate,  the  OPIC  program  shows  a  favorable 
premium-to-claim  ratio  and  has,  in  fact,  made  money.  In  the  last  4 
years,  22  U.S.  contractors  utilizing  the  OPIC  political  risk  insur- 
ance program  bid  a  total  contract  volume  of  $621  million,  and  of  that 
figure,  approximately  $315  million  was  expended  in  the  purchase  of 
U.S.  manufactured  products  and  building  supplies  for  incorporation 
or  use  on  these  projects.  Depending  on  thse  type  of  project  and  its 
location,  a  contract  awarded  to  a  U.S.  contractor  results  in  anywhere 
from  40  to  60  percent  of  the  total  contract  volume  being  expended 
in  the  United  States. 

In  the  sense  that  such  an  insurance  program  encourages  continued 
U.S.  participation  in  the  international  construction  markets,  it  en- 
courages exports  of  goods  and  services  as  well  as  contributing  to  the 
employment  of  thousands  of  U.S.  workers.  U.S.  construction  exports 
do  not  export  jobs.  On  the  contrary,  every  time  a  U.S.  contractor 
successfully  bids  on  a  project  overseas,  he  directs  purchases  to  the 
United  States  which  would  otherwise  have  gone  elsewhere. 

Participation  of  U.S.  construction  firms  in  the  international 
markets  serves  to  improve  our  balance  of  payments  and  is  in  keeping 
with  the  developmental  objectives  of  the  U.S.  Government. 

The  construction  of  primary  infrastructure  in  less  developed  coun- 
tries— that  is,  roads,  hospitals,  and  market  centers — is  the  first  step 
on  the  road  to  a  developed  economy.  As  these  nations  increase  their 
economic  viability,  new  and  expanded  markets  open  up  to  U.S.  ex- 
porters. Without  the  continuation  of  a  construction  services  program 
such  as  the  one  offered  by  OPIC,  the  ability  of  U.S.  contractors  to 
continue  in  these  highly  competitive  markets  will  suffer. 

It  is  our  belief  that  adoption  of  the  OPIC  program  by  the  Exim- 
bank  is  in  keeping  with  their  role  of  export  promotion.  In  addition, 
the  Bank  is  directed  by  statute  to  provide  insurance  guarantees  and 
credit  at  rates  and  terms  and  other  conditions  that  are  competitive 
with  government-supported  rates  and  terms  and  conditions  avail- 
able to  foreign  competitors. 

Although  Eximbank's  existing  statute  does  not  specifically  authorize 
a  construction  insurance  program,  the  Bank  does  have  the  authority 
under  the  statutory  role  of  "fostering  expansion  of  exports  and  related 
services"  to  operate  such  a  program. 

Further  evidence  supporting  the  assumption  of  the  program  by 
the  Bank  exists  in  the  absence  of  comparable  coverage  from  the  pri- 
vate sector.  In  fact,  the  only  source  outside  of  OPIC  for  such  coverage 
is  with  Lloyds  of  London,  which  charges  premiums  well  in  excess  of 
the  various  government-backed  programs  utilized  by  our  competitors. 
In  addition,  Lloyds  does  not  provide  war  risk. 

The  reluctance  or  the  inability  of  the  private  sector  to  offer  political 
risk  coverage  is  an  indication  of  a  market  imperfection  or  barrier  that 
justifies  government  insurance.  While  similar  in  nature  to  existing 
Bank  programs,  there  is  concern  at  the  Bank  that  if  it  were  to  be 
adopted  as  proposed,  it  may  require  legislative  approval.  If  so,  we 
recommend  that  this  legislative  approval  be  granted. 
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Gentlemen,  the  U.S.  international  construction  industry  does  not 
sell  franchise  trademarks  or  patented  processes.  Our  contractors  work- 
ing abroad  sell  services,  and  are  able  to  do  so  only  to  the  extent  that 
they  remain  competitive.  Programs  such  as  the  one  we  outline  here 
today  do  not  bestow  upon  U.S.  contractors  any  undue  form  of  ad- 
vantage. They  do,  however,  provide  equal  footing  with  our  competitors 
in  the  global  markets. 

Mr.  Chairman,  for  the  purpose  of  this  discussion  and  the  recom- 
mendations we  have  made  here  today,  I  would  like  to  enter  into  the 
record  the  following  exhibits. 

One  is  the  OPIC  brochure  explaining  in  detail  the  construction 
services  program  and,  two,  a  copy  of  OPIC  form  50,  the  request  for 
registration  for  political  risk  investment  insurance. 

We  appreciate  this  opportunity  to  come  here  today.  We  urge  your 
consideration  of  our  request.  We  are,  of  course,  available  at  any  time 
for  any  consultation. 

Chairman  Neal.  We  thank  you,  Mr.  Withers.  We  will  certainly  take 
this  idea  into  consideration. 

[The  prepared  statement  of  Mr.  Withers,  on  behalf  of  the  As- 
sociated General  Contractors  of  America,  along  with  a  brochure  of 
the  Overseas  Private  Investment  Corporation  (OPIC)  entitled 
"Special  Incentive  Program  for  U.S.  Construction  and  Services  Over- 
seas," and  a  copy  of  OPIC  form  No.  50,  "Bequest  for  Registration  for 
Political  Risk  Investment  Insurance,"  follow :] 
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PREPARED  STATEMENT  OF  JOHN  S.  WITHERS 
ON  BEHALF  OF  THE 
ASSOCIATED  GENERAL  CONTRACTORS  OF  AMERICA 

MR.  CHAIRMAN,  MEMBERS  AND  STAFF.  OF  THE  SUBCOMMITTEE  ON  INTER- 
NATIONAL TRADE.  INVESTMENT  AND  MONETARY  POLICY,  AND  LADIES  AND 
GENTLEMEN, 

I  AM  JOHN  S.  WITHERS,  PRESIDENT  OF  GROVE  INTERNATIONAL  CORPORATION 
OF  NEW  YORK  CITY,  A  MEMBER  OF  THE  ASSOCIATED  GENERAL  CONTRACTORS 
OF  AMERICA.  GROVE  INTERNATIONAL  CORPORATION  IS  A  CONSTRUCTION 
COMPANY  PRESENTLY  WORKING  IN  THE  INTERNATIONAL  CONSTRUCTION  MARKETS. 
THE  INTERNATIONAL  CONTRACT  VOLUME  FOR  WHICH  IT  WAS  RESPONSIBLE  IN 
1977  TS  IN  EXCESS  OF  $70  MILLION.  AGC  HAS  8200  MEMBERS,  WHO 
PERFORM  ABOUT  70%  OF  ALL  CONSTRUCTION  DONE  FN  THIS  COUNTRY,  AND 
NEARLY  HALF  OF  THAT  WHICH  IS  DONE  BY  AMERICANS  ABROAD. 


I  COME  HERE  TODAY  ON  BEHALF  OF  THE  AGC  TO  SHARE  WITH  THIS  COMMITTEE 
SOME  OF  OUR  OBSERVATIONS  PERTAINING  TO  THE  OPERATION  OF  THE  EXPORT- 
IMPORT  BANK  OF  THE  UNITED  STATES,  AND  TO  MAKE  TWO  SPECIFIC  RECOMMEN- 
DATIONS FOR  YOUR  CONSIDERATION,  THE  FIRST  ONE  BEING  THAT  AGC 
UNEQUIVOCALLY  SUPPORTS  THE  EXTENSION  OF  THE  BANK'S  AUTHORITY  AND 
COMMENDS  THE  EFFORTS  OF  THIS  AGENCY  OVER  THE  YEARS  IN  THE  PROMOTION 
OF  U.S.  EXPORT,  INCLUDING  THOSE  SERVICES  RENDERED  BY  THE  U.S. 
CONSTRUCTION  INDUSTRY. 
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AGC  CONTRACTORS  OPERATING  OVERSEAS  HAVE  OFTEN  PARTICIPATED  IN 
PROJECTS  EITHER  DIRECTLY  FUNDED  OR  GUARANTEED  BY  THE  BANK,  AND 
AS  THE  INTERNATIONAL  DEVELOPMENT  MARKET  CONTINUES  TO  EXPAND  AND 
ATTRACT  GREATER  INTEREST  FROM  THE  CONSTRUCTION  INDUSTRIES  OF 
EUROPE  AND  ASIA-  THE  BANK'S  SUPPORT  OF  U.S.  EXPORTS  BECOMES 
EVEN  MORE  ESSENTIAL  TO  THE  FINANCIAL  WELL  BEING  OF  THE  COUNTRY. 

THIS  COMMITTEE  NEED  LOOK  NO  FURTHER  THAN  THE  UNPRECEDENTED  $27 
BILLION  TRADE  DEFICIT  INCURRED  BY  THE  UNITED  STATES  IN  1977  AND 
THE  RECENTLY  ANNOUNCED  COMMERCE  DEPARTMENT  FIGURES  WHICH  REFLECT 
A  $2.38  BILLION  DEFICIT  FOR  JANUARY,  1978.  GENTLEMEN,  I  SUBMIT 
THAT  THESE  FIGURES  SUPPORT  NOT  ONLY  THE  NECESSITY  FOR  THE  BANK'S 
CONTINUED  OPERATION,  BUT  SUGGEST  A  GREATER  OR  EXPANDED  EFFORT  FOR 
THE  BANK  IN  THE  PROMOTION  OF  U.S.  EXPORT. 

MANY  INTERPRET  THESE  FIGURES  AS  MERELY  REFLECTING  THE  INCREASED 
COST  OF  FOREIGN  OIL.  HOWEVER,  IF  WE  EXAMINE  THE  JANUARY,  1978 
FIGURES,  WE  SEE  SHARP  DECLINES  IN  THE  EXPORT  OF  MACHINERY,  MANU- 
FACTURED GOODS,  FARM  PRODUCTS  AND  CHEMICALS.  FURTHER,  THE  JANUARY 
FIGURES  REVEAL  THAT  THE  DECLINE  IN  NEW  FACTORY  ORDERS  AND  SHIPMENTS 
WERE  THE  STEEPEST  FOR  ANY  MONTH  SINCE  DECEMBER,  1974.  SUCH  ACROSS 
THE  BOARD  DECLINES  IN  EXPORT  LEVELS  ARE  INDICATIVE  OF  LOWER  LEVELS 
OF  WORLD  DEMAND  FOR  U.S.  PRODUCTS,  AND  WE  SUBMIT  THAT,  IN  THE  CASE 
OF  ENGINEERING  AND  CONSTRUCTION  SERVICES,  THIS  LESSENING  IN  DEMAND 
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IS  A  FUNCTION  OF  PRICE.  U.S.  ENGINEERING  AND  CONSTRUCTION  CAPA- 
BILITY IS  THE  BEST  IN  THE  WORLD.  HOWEVER,  IT  IS  OFTEN  THE  MOST 
EXPENSIVE,  DUE  TO  THE  SUPPORT  WHICH  OUR  EUROPEAN  AND  ASIAN 
COMPETITORS  RECEIVE  FROM  THEIR  GOVERNMENTS.  IN  ADDITION,  WE  FIND 
OUR  COMPETITIVE  ABILITY  TO  BE  SEVERELY  UNDERMINED  BY  THE  INDIVIDUAL 
AND  COMBINED  EFFECTS  OF  TAX  LAWS,  TRADE  REGULATIONS,  AND  FINALLY 
AND  MOST  IMPORTANTLY,  THE  LACK  OF  A  CONSISTENT  EXPORT  PROMOTION 
PROGRAM  ON  THE  PART  OF  THE  U.S.  GOVERNMENT. 

THERE  WAS  A  TIME  WHEN  AMERICAN  CONSTRUCTION  KNOW-HOW  RESULTED  IN 
OUR  GETTING  A  MUCH  LARGER  SHARE  OF  THE  INTERNATIONAL  MARKET.  TIMES 
HAVE  CHANGED.  THE  WESTERN  EUROPEANS,  JAPANESE  AND  THE  KOREANS  NOW 
HAVE  CONSTRUCTION  TECHNOLOGY  RAPIDLY  APPROACHING  OURS.  IN  1975, 
THE -TOP  100  AMERICAN  CONSTRUCTION  COMPANIES  DID  AN  INTERNATIONAL 
VOLUME  OF  $21.8  BILLION,  AND  IN  1976,  THIS  HAD  DROPPED  TO  $15.6 
BILLION.  THE  AMERICAN  SHARE  OF  A  GROWING  MARKET  IS  DECREASING, 
CLEARLY  AN  INDICATION  THAT  TO  SURVIVE  IN  THIS  MARKET,  WE  MUST  REMAIN 
COMPETITIVE.  OUR  COMPETITORS  HAVE  LOAN,  INSURANCE  AND  GUARANTEE 
PROGRAMS  THAT  GIVE  THEM  A  CRITICAL  EDGE.  WE  SUGGEST  THAT  THE 
EXTENSION  OF  EXIMBANK  BE  DIRECTED  IN  SUCH  A  WAY  AS  TO  CREATE  AN 
IMPROVED  CLIMATE  FOR  THE  EXPORT  OF  U.S.  PRODUCTS  AND  SERVICES. 

WE  STRONGLY  RECOMMEND  THAT  THE  EXTENSION  OF  THE  BANK'S  CHARTER  BE 
ACCOMPANIED  BY  ONLY  THOSE  LEGISLATIVE  DIRECTIVES  WHICH  ENHANCE  OR 
ASSIST  ITS  PRIMARY  OBJECTIVES. 
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GENTLEMEN,  WE  SUBMIT  THAT  THE  ELEMENTS  PRESENT  IN  THE  ADMINIS- 
TRATION'S EMPHASIS  ON  "HUMAN  RIGHTS"  AND  THE  POSSIBLE  APPLICATION 
OF  THE  NATIONAL  ENVIRONMENTAL  PROTECTION  ACT  TO  THE  BANK'S  OPER- 
ATIONS CAN  ONLY  SERVE  TO  INHIBIT  OUR  EXPORT  EFFORT  AND  ACCELERATE 
OUR  TRADE  IMBALANCES.  WE  UNDERSTAND  THAT  FINANCIAL  CONSIDERATIONS 
SHOULD  BE  SENSITIVE  OF  THE  PROBLEMS  OF  THE  OPPRESSED  AND 
THE  PRESERVATION  OF  ENVIRONMENTAL  QUALITY.  HOWEVER,  WE  STRESS 
THE  NEED  TO  EXAMINE  THESE  OJBECTIVES  IN  LIGHT  OF  THE  VITAL  AND 
STATED  ROLE  OF  THE  BANK  AND  THE  NEEDS  OF  RECIPIENT  COUNTRIES. 

UNDER  THE  DIRECTION  OF  JOHN  MOORE,  THE  BANK  IS  ATTEMPTING  A  NEW 
AND  MORE  AGGRESSIVE  POLICY  DIRECTION.  WE  APPLAUDE  AND  ENCOURAGE 
THIS  BREAK  AWAY  FROM  "LENDER  OF  LAST  RESORT"  CONCEPT,  AND  WE 
RECOMMEND  THAT  THE  BANK  BE  GIVEN  THE  INCREASED  LENDING  AUTHORITY 
REQUIRED  TO  GIVE  SUBSTANCE  TO  THESE  POLICIES.  WHILE  THE  BANK 
HAS  BEEN  EFFECTIVE  IN  THE  PAST,  THE  DEMANDS  OF  THE  IMMEDIATE 
FUTURE  WILL  REQUIRE  AN  INCREASINGLY  COMPETITIVE  AND  AVAILABLE 
CAPITAL  SOURCE  IN  THE  FORM  OF  LOANS,  GUARANTEES  AND  INSURANCE. 
IF  THE  BANK  IS  TO  MEET  THESE  CHALLENGES,  IT  MUST  BE  GIVEN  THE 
OPPORTUNITY,  WITHIN  ITS  LEGISLATIVE.  FRAMEWORK,  TO  IMPROVE  EXIS- 
TING PROGRAMS  AND  INITIATE  NEW  PROGRAMS  AIMED  AT  FACILITATING 
OUR  NATIONS  EXPORT, 

GENTLEMEN,  THIS  BRINGS  US  TO  OUR  SECOND  RECOMMENDATION.  AGC 
RECOMMENDS  THE  INSTITUTION  OF  A  NEW-  PROGRAM  AT  THE  BANK. 
SPECIFICALLY,  AGC  RECOMMENDS  EXIMBANK  TAKE  OVER,  IN  ITS  COMPLETE 
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FORM,  THE  CONSTRUCTION  SERVICES  INSURANCE  PROGRAM  PRESENTLY 
OFFERED  BY.  THE  OVERSEAS  PRIVATE  INVESTMENT  CORPORATION  (OPIC). 
WE  RECOMMEND  THE  TRANSFER  OF  THE  PROGRAM  FROM  OPIC,  NOT  AS  A 
RESULT  OF  ANY  DISSATISFACTION  WITH  OPIC'S  ADMINISTRATION  OF 
THE  PROGRAM,  BUT  DUE  TO  THE  RECENTLY  ANNOUNCED  LIMITATION  OF 
THE  PROGRAM  TO  COUNTRIES  WITH  A  PER  CAPITA  INCOME  OF  LESS  THAN 
$1,000.  THIS  NEW  COUNTRY  ELIGIBILITY  CRITERIA  WILL  CAUSE  THE 
TERMINATION  OF  THE  PROGRAM  IN  MANY  OF  OUR  PRINCIPLE  MARKETS  - 
MARKETS  WHICH  EXHIBIT  AN  IDENTIFIABLE  FACTOR  OF  POLITICAL  RISK. 
OPIC  HAS  REQUESTED  THAT  EXIMBANK  CONSIDER  ADOPTION  OF  THE  PROGRAM 
NOT  ONLY  IN  COUNTRIES  IN  WHICH  OPIC  OFFERS  IT,  BUT  IN  ALL  COUNTRIES 
WHERE  EXIMBANK  SUPPORTS  U.S.  EXPORT. 

THE  PRIMARY  INTERESTS  OF  THE  U.S.  CONSTRUCTION  INDUSTRY  IN  THE 
OPIC  PROGRAM  IS  ONE  OF  COMPETITIVENESS.  THE  GOVERNMENTS  OF 
EUROPE  AND  ASIA  MAKE  AVAILABLE  SIMILAR  PROGRAMS  TO  THEIR  CONTRACTORS 
OPERATING  IN  THE  DEVELOPING  WORLD,  AND  IF  U.S.  CONTRACTORS  ARE 
TO  BE  COMPETITIVE,  THEY  MUST  BE  ABLE  TO  OBTAIN  INSURANCE  COVERAGE 
FOR  POLITICAL  RISK.  IF  SUCH  RISK  CAN  BE  COVERED  BY  A  RECOGNIZED 
PREMIUM  COST,  BIDS  CAN  BE  MADE  MORE  COMPETITIVE.  CONVERSELY,  IF 
CONTRACTORS  ARE  FORCED  TO  BE  SELF-INSURED  FOR  THESE  RISKS,  THE 
RESULTING  BID  WILL  BE  HIGHER  THAN  ONE  OFFERED  BY  A  FOREIGN  COM- 
PETITOR UTILIZING  A  GOVERNMENT-BACKED  POLITICAL  RISK  PROGRAM. 
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UNDER  THE  CONSTRUCTION  SERVICES  PROGRAM,  OPIC  WILL  PROTECT 
U.S.  CONTRACTORS  DOING  BUSINESS  WITH  FOREIGN  GOVERNMENTS  OR 
PRIVATE  ENTITIES  AGAINST  902  OF  THE  DAMAGE  TO  CONSTRUCTION 
EQUIPMENT,  PLANT,  MATERIALS  AND  OTHER  PHYSICAL  ASSETS  RESULTING 
FROM  WAR,  REVOLUTION  OR  INSURRECTION.  IT  WILL  ALSO  COVER  EX- 
PROPRIATION OF  A  U.S.  COMPANY'S  TANGIBLE  ASSETS  AND  BANK  ACCOUNTS 
MAINTAINED  IN  THE  HOST  COUNTRY.  IN  THE  CASE  OF  CONTRACTS  WITH 
FOREIGN  GOVERNMENTS,  OPIC  WILL  COVER  UP  TO  502  OF  A  CLAIM  WHEN 
THE  FOREIGN  GOVERNMENT  REFUSES  TO  MAKE  USE  OF  THE  ARBITRATION 
PROCEDURES  SPECIFIED  IN  THE  UNDERLYING  CONTRACT  AND  UP  TO  90% 
OF  THE  CLAIM  WHEN  THE  FOREIGN  GOVERNMENT  REFUSES  TO  PAY  UNDER 
AN  ARBITRAL  AWARD  IN  FAVOR  OF  THE  U.S.  CONTRACTOR.  IN  THE  CASE 
OF  CONTRACTS  WITH  PRIVATE  ENTITIES,  OPIC  WILL  PROTECT  THE  U.S. 
CONTRACTOR  AGAINST  902  OF  A  CLAIM  ARISING  FROM  THE  BREAKDOWN  OF 
THE  DISPUTE-RESOLVING  MECHANISM  DUE  TO  HOST  GOVERNMENT  INVOLVE- 
MENT. INCONVERTIBILITY  COVERAGE  WITH  RESPECT  TO  PAYMENTS  TO  A 
U.S.  CONTRACTOR  IS  ALSO  AVAILABLE  FROM  OPIC. 

DURING  THE  PERIOD  NOVEMBER,  1972  THROUGH  DECEMBER,  1977,  OPIC 
ISSUED  A  TOTAL  OF  26  CONSTRUCTION  SERVICES  INSURANCE  CONTRACTS, 
WITH  AGGREGATE  MAXIMUM  INSURED  AMOUNTS  OF  $39.2  MILLION  FOR 
INCONVERTIBILITY  COVERAGE,  $107,137,150  FOR  EXPROPRIATION  COVERAGE 
AND  $106,537,050  FOR  WAR,  REVOLUTION  AND  INSURANCE  COVERAGE.  WHILE 
THESE  FIGURES  MIGHT  SUGGEST  LOW  UTILIZATION  OF  THE  PROGRAM,  WE 
ADVISE  THE  COMMITTEE  THAT  THEY  REPRESENT  JOBS  AWARDED,  RATHER  THAN 
JOBS  BID.  AS  A  GENERAL  RULE,  CONTRACTORS  BID  APPROXIMATELY  TWENTY 
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JOBS  FOR  EVERY  ONE  AWARDED.  GENTLEMEN,  A  BREAKDOWN  OF  THESE 
CONTRACTS  IS  ATTACHED.  THE  ESTIMATED  TOTAL  PREMIUM  FOR  THESE 
CONTRACTS  IS  $2,750,000.  CLAIMS  PAYMENTS  WITH  RESPECT  TO  THESE 
INSURANCE  CONTRACTS  TOTAL  $151,932. 


AS  THESE  FIGURES  ILLUSTRATE,  THE  OPIC  PROGRAM  SHOWS  A  FAVORABLE 
PREMIUM-TO-CLAIM  RATIO  AND  HAS,  IN  FACT,  MADE  MONEY.  IN  THE  LAST 
FOUR  YEARS,  TWENTY-TWO  (22)  U.S.  CONTRACTORS  MAKING  USE  OF  OPIC 
POLICITAL  RISK  INSURANCE  DID  A  TOTAL  CONTRACT  VOLUME  OF  $621 
MILLION,  AND  OF  THAT  FIGURE,  APPROXIMATELY  $315  MILLION  WAS  EXPENDED 
IN  THE  PURCHASE  OF  U.S.  MANUFACTURED  PRODUCTS  AND  BUILDING  SUPPLIES 
FOR  INCORPORATION  OR  USE  ON  THESE  PROJECTS.  DEPENDING  UPON  THE 
TYPE  OF  PORJECT  AND  ITS  LOCATION,  A  CONTRACT  AWARDED  TO  A  U.S. 
CONTRACTOR  RESULTS  IN  ANY  WHERE  FROM  10%  TO  60Z  OF  TOTAL  CONTRACT 
VOLUME  BEING  EXPENDED  INSIDE  THE  UNITED  STATES.  IN  THE  SENSE 
THAT  SUCH  A  PROGRAM  ENCOURAGES  CONTINUED  U.S.  PARTICIPATION  IN 
THE  INTERNATIONAL  CONSTRUCTION  MARKETS,  IT  CARRIES  WITH  IT  AN 
EXPORT  CREATION  EFFECT,  AS  WELL  AS  CONTRIBUTING  TO  THE  EMPLOYMENT 
OF  THOUSANDS  OF  U.S.  WORKERS.  U.S.-  CONSTRUCTION  EXPORTS  CLEARLY 
DO  NOT  EXPORT  JOBS.  ON  THE  CONTRARY,  EVERY  TIME  A  U.S.  CONTRACTOR. 
SUCCESSFULLY  BIDS  ON  A  PROJECT  OVERSEAS,  HE  DIRECTS  PURCHASES  TO 
THE  UNITED  STATES  WHICH  WOULD  HAVE  OTHERWISE  GONE  ELSEWHERE. 
PARTICIPATION  OF  U.S.  CONSTRUCTION  FIRMS  IN  THE  INTERNATIONAL 
MARKETS  SERVES  TO  IMPROVE  OUR  BALANCE  OF  PAYMENTS  AND.  IS  IN  KEEPING 
WITH  THE  DEVELOPMENTAL  OBJECTIVES  OF  THE  UNITED  STATES  GOVERNMENT. 
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THE  CONSTRUCTION  OF  PRIMARY  INFRASTRUCTURES  IN  LESSER  DEVELOPED 
COUNTRIES,  E.G.  ROADS,  HOSPITALS  OR  MARKET  CENTERS,  IS  THE  FIRST 
STEP  OH  THE  ROAD  TO  A  DEVELOPED  ECONOMY.  AS  THESE  NATIONS 
INCREASE  THEIR  ECONOMIC  VIABILITY,  NEW  AND  EXPANDED  MARKETS  OPEN 
UP  TO  U.S.  EXPORTERS.  WITHOUT  THE  CONTINUATION  OF  A  CONSTRUCTION 
SERVICES  PROGRAM  SUCH  AS  THE  ONE  OFFERED  BY  OPIC,  THE  ABILITY  OF 
UNITED  STATES  CONTRACTORS  TO  CONTINUE  IN  THESE  HIGHLY  COMPETITIVE 
MARKETS  WILL  SUFFER.  IT  IS  OUR  BELIEF  THAT  ADAPTATION  OF  THE  OPIC 
PROGRAM  BY  THE  EXIMBANK  IS  IN  KEEPING  WITH  THEIR  ROLE  OF  EXPORT 
PROMOTION.  IN  ADDITION,  THE  BANK  IS  DIRECTED  BY  STATUTE  TO  PROVIDE 
INSURANCE  GUARANTEES  AND  CREDIT  AT  RATES  AND  TERMS  AND  OTHER  CON- 
DITIONS THAT  ARE  COMPETITIVE  WITH  THE  GOVERNMENT-SUPPORTED  RATES 
AND  TERMS  AND  CONDITIONS  AVAILABLE  TO  FOREIGN  COMPETITORS. 
ALTHOUGH  EXIMBANK' s  EXISTING  STATUTE  DOES  NOT  SPECIFICALLY  AUTHORIZE 
A  CONSTRUCTION  INSURANCE  PROGRAM,  THE  BANK  DOES  HAVE  THE  AUTHORITY  UNDE! 
"TO  FOSTER  EXPANSION  OF  EXPORTS  AND  RELATED  SERVICE" 'FOR  IT  TO 
OPERATE  THIS  PROGRAM. 

FURTHER  EVIDENCE  SUPPORTING  THE  ASSUMPTION  OF  THE  PROGRAM  BY  THE 
BANK  EXISTS  IN  THE  ABSENCE  OF  COMPARABLE  COVERAGE  FROM  THE  PRIVATE 
SECTOR.  IN  FACT,  THE  ONLY  SOURCE  OUTSIDE  OF  OPIC  FOR  SUCH  -COVERAGE 
IS  WITH  LLOYDS  OF  LONDON,  WHICH  CHARGES  PREMIUMS  WELL  IN  EXCESS 
OF  THE  VARIOUS  GOVERNMENT-BACKED  PROGRAMS  UTILIZED  BY  OUR  COM- 
PETITORS. IN  ADDITION,  LLOYDS  DOES  NOT  PROVIDE  WAR  RISK.  THE 
RELUCTANCE  OR  THE  INABILITY  OF  THE  PRIVATE  SECTOR  TO  OFFER  POLITICAL 
RISK  COVERAGE  IS  AN  INDICATION  OF  A- MARKET  IMPERFECTION  OR  BARRIER 
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THAT  JUSTIFIES  GOVERNMENT  INSURANCE.  WHILE  SIMILAR  IN  NATURE  TO 
EXISTING  BANK  PROGRAMS,  THERE  IS  CONCERN  AT  THE  BANK  THAT,  IF  IT 
WERE  TO  BE  ADOPTED  AS  PROPOSED.  IT  MAY  REQUIRE  LEGISLATIVE  APPROVAL. 

GENTLEMEN,  THE  U.S.  INTERNATIONAL  CONSTRUCTION  INDUSTRY  DOES  NOT 
SELL  FRANCHISE  TRADE  MARKS  OR  PATENTED  PROCESSES.  OUR  CONTRACTORS 
WORKING  ABROAD  SELL  SERVICES,  AND  ARE  ABLE  TO  DO  SO  ONLY  TO  THE 
EXTENT  THAT  THEY  REMAIN  COMPETITIVE.  PROGRAMS  SUCH  AS  THE  ONE  WE 
OUTLINE  HERE  TODAY  DO  NOT  BESTOW  UPON  U.S.  CONTRACTORS  ANY  UNDUE 
FORM  OF  ADVANTAGE.  THEY  DO,  HOWEVER,  PROVIDE  EQUAL  FOOTING  WITH 
OUR  COMPETITORS  IN  THE  GLOBAL  MARKETS. 

MR.  CHAIRMAN,  FOR  THE  PURPOSE  OF  THIS  DISCUSSION  AND  THE  RECOMMEN- 
DATIONS WE  MAKE  HERE  TODAY,  I  WOULD  LIKE  TO  ENTER  IN  THE  RECORD 
THE  FOLLOWING  EXHIBITS:  1)  THE  OPIC  BROCHURE  EXPLAINING  IN 
DETAIL  THE  CONSTRUCTION  SERVICES  PROGRAM,  AND  2)  A  COPY  OF  OPIC 
FORM  #50  -  THE  REQUEST  FOR  REGISTRATION  FOR  POLITICAL  RISK  INVEST- 
MENT INSURANCE. 

WE  APPRECIATE  THIS  OPPORTUNITY  TO  COME  HERE  TODAY  AND  WE  URGE 
YOUR  CONSIDERATION  OF  OUR  REQUEST.  WE,  OF  COURSE,  REMAIN  AVAIL- 
ABLE FOR  ANY  NECESSARY  CONSULTATION. 
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Introduction 

The  Overseas  Private  Investment  Cor- 
poration, a  U.S.  Government  Corporation,  offers 
political  risk  insurance  as  well  as  financing  and 
pre-investment  assistance  to  U.S.  private  in- 
vestors in  the  developing  nations. 

OPIC  and  its  predecessor  organiza- 
tions have  also  long  offered  some  of  these  in- 
centives to  the  U.S.  construction  industry  for 
their  overseas  projects.  In  recent  years,  how- 
ever, governments  of  other  developed  countries 
have  begun  to  offer  far  more  comprehensive 
protection  to  their  contractors.  Consequently, 
U.S.  construction  and  technical  services  firms 
had  found  themselves  at  an  increasing  competi- 
tive disadvantage  overseas,  since  they  had  to 
factor  into  their  pricing  substantially  more  risks, 
thereby  sharply  increasing  prices. 

In  1972,  in  an  effort  to  assist  U.S.  con- 
tractors to  become  more  competitive,  OPIC  first 
offered  a  special  insurance  policy  to  U.S.  con- 
struction firms  contemplating  work  for  the  gov- 
ernments of  developing  countries.  The  policy 
was  subsequently  broadened  to  include  services 
other  than  construction,  to  cover  contracts  with 
private  as  well  as  government  entities,  and  to 
provide  protection  against  arbitrary  draw-down 
of  standby  letters  of  credit. 

This  brochure  presents  a  brief  outline 
of  the  insurance  protection  OPIC  now  offers 
U.S.  construction  and  service  contractors  con- 
templating work  in  the  developing  nations.  If 
this  insurance  does  not  meet  your  precise 
needs,  OPIC  will  explore  means  of  tailoring  a 
program  to  fit  those  needs. 


The  Program 

The  OPIC  construction  and  service  in- 
surance policy  offers  companies  seeking  con- 
tracts with  foreign  governments  or  private  con- 
tracting entities  compensation  for  construction 
equipment,  plant,  and  materials  damaged  by 
war,  revolution,  or  insurrection.  It  also  protects 
against  expropriation  of  a  company's  tangible 
assets  and  bank  accounts  maintained  in  the 
host  country  and,  in  the  case  of  contracts  with 
a  foreign  government  or  agency  thereof,  non- 
payment of  arbitral  awards  and  the  refusal  to 
arbitrate  a  disputed  claim  under  the  settlement 
of  disputes  procedures  contained  in  the  con- 
struction/service contract.  Where  the  contractor 
is  performing  for  a  private  entity,  coverage  is 
provided  against  breakdown  of  the  dispute- 
resolving  mechanism  due  to  host  government 
interference. 

Protection  against  arbitrary  drawdown 
of  standby  letters  of  credit  required  as  on- 
demand  bid,  performance  and  advance  payment 
guaranties  is  also  available  to  contractors  who 
insure  the  underlying  construction/service  con- 
tract with  OPIC.  In  addition;  protection  against 
local  currency  inconvertibility  can  be  added  to 
the  policy  if  desired  by  the  contractor. 

Since  contracts  vary  in  type,  scope, 
schedule,  method  of  payment,  etc.,  specified 
projects  should  be  brought  to  OPIC  as  early  as 
possible  to  provide  the  opportunity  for  tailoring 
a  policy  which  will  be  consistent  with  both  the 
contractor's  needs  and  OPIC's  requirements. 
Contractors  should  make  application  to  OPIC 
immediately  upon  deciding  to  bid  or  negotiate  a 
project  but,  in  any  event,  before  a  bid  is  sub- 
mitted or  any  otber  irrevocable  commitment  is 
made. 

Foreign  Government  Approval.  The  in- 
surance policy  is  available  for  U.S.  construction 
and  service  projects  with  governments  or  private 
contracting  entities  in  some  90  developing  coun- 
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tries  with  which  OPIC  has  entered  into  bilateral 
agreements  permitting  the  operation  of  its  pro- 
gram. A  current  list  of  such  countries  is  avail- 
able on  request.  OPIC  must  be  assured  of  for- 
eign government  approval  of  each  project.  OPIC 
has  concluded  or  is  negotiating  agreements  with 
some  governments  providing  that  an  award  of  a 
governmental/private  contract  to  a  U.S.  con- 
tractor will  constitute  automatic  approval  of  the 
project  for  OPIC's  purposes.  Where  such  auto- 
matic agreements  with  governments  are  not  yet 
completed,  government  approval  of  a  specific 
project  must  be  obtained  by  the  contractor  or 
OPIC.  Normally,  no  policy  will  be  issued  with- 
out this  approval. 

Term  of  Policy.  The  term  of  the  con- 
struction or  service  insurance  policy  is  generally 
coextensive  with  the  term  of  the  underlying  con- 
struction or  service  contract.  However,  a  mini- 
mum premium  of  one  year  is  required  if  the  con- 
struction or  service  contract  is  for  less  than  a 
year. 

Premiums.  Premiums  are  based  on  a 
current  insured  amount  (90  percent  of  the 
amount  expected  to  be  at  risk  during  a  policy 
year)  and  a  maximum  insured  amount  (90  per- 
cent of  the  maximum  amount  expected  to  be  at 
risk  during  the  life  of  a  contract).  The  difference 
between  the  current  coverage  elected  annually 
by  the  contractor  and  the  maximum  amount  of 
insurance  provided  for  under  the  policy  issued 
by  OPIC  is  called  standby  coverage. 

Premium  rates  may  vary,  to  take  ac- 
count of  risk  factors,  usually  from  1.3  to  2.0 
percent  per  year  for  current  coverage  (the  in- 
surance actually  in  force)  and  one-half  that 
amount  for  standby  coverage.  The  premium  for 
insurance  of  a  bid  guaranty  is  usually  0.25 
percent  of  the  amount  of  the  guaranty  or  $1,000, 
whichever  is  greater,  for  each  six  months;  for 
the  performance  or  advance  payment  guaranty, 


the  premium  is  usually  0.50  to  1.0  percent  per 
year  of  the  current  amount  of  the  letter  of  credit 
or  $1,000,  whichever  is  greater. 

Indemnification.  Maximum  indemnity  to 
the  contractor  from  OPIC  is  90  percent  of  losses 
up  to  the  maximum  amount  of  current  coverage 
selected  by  the  contractor  (except  for  failure  to 
arbitrate,  where  the  maximum  indemnity  is  50 
percent). 

For  damage  or  destruction  of  physical 
assets  due  to  war,  revolution  or  insurrection, 
OPIC's  indemnification  will  apply  to  the  lower 
of:  (a)  the  dollar  amount  necessary  to  restore 
the  property  to  its  most  recent  former  condition, 
or  (b)  its  actual  cash  value  based  on  its  whole- 
sale market  price  or  depreciated  book  value 
c.i.f.  the  project  site.  For  expropriated  tangible 
assets,  OPIC  will  indemnify  with  respect  to  their 
wholesale  market  price  or  depreciated  book 
value. 

How  to  Apply  for  a  Policy.  The  contrac- 
tor's application  to  OPIC  should  include  the 
following: 

1.  Applicant's  identity  and  location  of 
principal  place  of  business,  place  of  incorpora- 
tion or  formation,  and  percentage  of  beneficial 
ownership  by  U.S.  citizens. 

2.  A  description  of  the  project  includ- 
ing identification  of  the  host  country  and  its  con- 
tracting entity;  the  date  for  submission  of  bids, 
tenders,  or  proposals;  the  probable  starting 
date;  and  the  expected  duration  of  the  job. 

3.  A  complete  set  of  information  for 
bidders,  general  and  special  conditions  of  con- 
tract, and  addendum  notices  that  may  have  been 
issued  by  the  contracting  entity. 

4.  Identification  of  the  parties  provid- 
ing the  financing  for  the  project  and  the  method 
by  which  payments  to  the  contractor  are  to  be 
made. 

5.  The  total  amount  of  insurance  re- 
quested. 
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6.  In  the  case  of  joint  ventures:  identi- 
fication of  the  members  and  the  relative  share 
of  each,  the  sponsor  or  major  interest,  the  mem- 
ber primarily  responsible  for  management  and 
execution  of  the  work,  and  a  copy  of  the  venture 
agreement. 

7.  A  registration  fee  of  $100  (non-re- 
fundable) and,  if  a  binder  (see  below)  is  desired, 
the  fee  therefor. 

Binder.  A  binder  committing  OPIC  to 
issue  a  policy  on  the  construction/service  con- 
tract if  awarded  to  the  applicant  will  be  issued 
provided: 

1.  The  application  therefor,  along  with 
the  fee  and  invitation/tender  documents,  is  de- 
livered to  OPIC  sufficiently  in  advance  of  the 
date  for  submission  of  bids/tenders  so  that 
OPIC  has  adequate  time  to  review  such  docu- 
ments before  the  submission  date,  and 

2.  The  invitation/tender  documents  are 
satisfactory  to  OPIC. 

A  binder  normally  expires  120  days 
after  the  opening  of  bids  if  the  applicant  does 
not  receive  the  contract  award  within  that  time. 

The  fee  for  a  binder  is  $1000,  which 
will  be  returned  to  the  applicant  if  no  binder  is 
issued  or  if  a  binder  is  issued  and  a  policy  on 
the  construction/service  contract  is  also  subse- 
quently issued.  All  but  $250  of  the  binder  fee 
will  be  refunded  if  the  applicant  does  not  receive 
the  award  or  if,  although  the  applicant  receives 
the  award,  OPIC  does  not  issue  insurance  on  the 
construction/service  contract  because  of  the 
occurrence  of  an  exception  specified  in  the 
binder.  No  refund  will  be  made  if  the  applicant 
receives  the  award  but  does  not  seek  OPIC  in- 
surance on  the  construction/service  contract. 

Review  by  OPIC.  The  provisions  of  the 
proposed  contract  must  be  satisfactory  to  OPIC 
to   qualify   for   insurance.   Contractors   should, 


therefore,  provide  OPIC  with  a  copy  of  a  pro- 
posed contract  well  in  advance  of  signing  so 
that  any  problems  the  contract  might  pose  for 
OPIC  can  be  satisfactorily  resolved  in  time.  The 
amount  of  insurance  requested  must  bear  a 
reasonable  relation  to  the  contractor's  estimated 
risk.  OPIC  is  particularly  concerned  with  the 
means  by  which  payments  are  assured  (e.g., 
confirmed  irrevocable  letter  of  credit)  and  the 
contract  provisions  for  settlement  of  disputes. 

Issuance  of  Policy.  After  signing  the 
construction  or  service  contract  in  a  form  satis- 
factory to  OPIC  and  furnishing  the  necessary 
sureties,  the  contractor  should  notify  OPIC  and 
request  the  issuance  of  a  policy.  He  must  pro- 
vide OPIC  with:  (a)  a  copy  of  the  signed  con- 
tract and  the  performance  and  payment  bonds 
or  guaranties;  (b)  copies  of  all  addendum  no- 
tices issued  prior  to  opening  of  the  bids  and 
other  changes  made  in  the  contract  prior  to  its 
signing;  (c)  payment  of  the  first  annual  premium 
installment;  (d)  an  updated  list  of  the  used  and 
new  equipment  he  will  employ  in  the  perform- 
ance of  the  contract;  (e)  the  estimated  date  of 
arrival  of  the  first  piece  of  equipment  in  the 
host  country;  (f)  the  estimated  date  of  com- 
mencement of  the  work;  and  (g)  in  case  of  joint 
ventures,  details  of  any  changes  since  his  earlier 
submission. 

Where  to  Begin.  Requests  for  further 
information  and  applications  should  be  directed 
to: 


Applications  Office 

Overseas  Private  Investment  Corporation 

Washington,  D.C.  20527 

Telephone  (202)  632-1820 
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0"IL   KOM  NO    M  APPROVED  BY  OMfl 

HtV    AUl.UST  197t  157-MXXM 

REQUEST  FOR  REGISTRATION  FOR  POLITICAL 

RISK  INVESTMENT  INSURANCE 

Privileged  Business  Information 

Overseas  Private  Investment  Corporation 

(An  Agency  of  the  Umten  States  Government) 
Washington,  D.  C  20527 
Telephone    (202)632-1820 

Acting  on  its  own  behalf  and  on  behalf  of  members  of  the  OVERSEAS  INVESTMENT  INSURANCE  GROUP 

Registration  letters  will  not  be  issued  for  any  investment  which  has  been  made  or  irrevocably  committed  prior  to  the 
date  of  this  request.  An  investor  wishing  to  proceed  to  make  a  commitment,  but  also  to  protect  its  eligibility  for  insur- 
ance coverage  with  respect  to  a  new  investment,  should  notify  OPIC  of  its  intention  to  invest  by  submitting  this  form 
to  OPIC.  A  registration  letter  issued  by  OPIC  does  not  constitute  an  assurance  that  political  risk  insurance  will  be 
issued.  For  such  insurance  to  be  issued  the  investor  must  submit  a  complete  application  for  insurance  (wherein  the 
information  submitted  below  may.  if  necessary,  be  amended)  and  the  investment  must  meet  all  statutory  and  policy 
requirements. 

1.  APPLICANT: 


Address  "  "  """"  " 

City  —  State"  ZIP  Code- 

Area  Code  '  Telephone  ""     ~~~      

2.  AUTHORIZED  REPRESENTATIVE  OF  APPLICANT: 


Address 

"City  Slate  ZIP  Code 

"Area  Code-  Telephone  —      ""  "    ~ 


3.  APPLICANT  IS: 

U.  S.  Citizen; 

..  Entity  organized  and  existing  under  the  laws  of  the  U.  S..  or  any  State  or  Territory  thereof,  and  at  least  51% 

beneficially  owned  by  U  S.  citizens;  or 

Foreign  subsidiary  95%  or  more  owned  by  such  a  U.  S.  entity. 

4.  COUNTRY   OF   INVESTMENT:  _  ... 

5.  FOREIGN  ENTERPRISE  (Recipient  of  the  proposed  investment) 
A.  Name 

Address 


B.  The  Foreign  Enterprise  is: 

New;  cr 

Existing  and  being  improved  or  expanded.  (If  any  part  of  the  investment  is  for  acquisition  of  any  existing 

business  assets  or  stock,  explain  in  detail  in  an  attached  statement.) 

C.  Form  of  business  organization  and  place  of  organization: 


6.  INVESTMENT  TO  BE  MADE  BY  APPLICANT: 

Estimated  Amount:  S        _.  :  consisting  of  (a)  cash  S (b)  machinery 

valued  at  S  _  .  and  (c;  other  $_ . 

7.  PROJECT:  (Briefly  describe  the  nature  of  the  project  to  which  the  investment  will  be  applied.) 


8.  What  investment,  if  any.  will  the  host  government  have  in  the  Foreign  Enterprise? 


9.  Will  more  than  50%  of  total  project  cost  be  procured  from  developed  countries  other  than  the  United  States? 

Yes    No 

10.  Will  the  investment  or  project  cause,  or  be  associated  with,  the  replacement  or  reduction  of  U.  S.  production  or  em- 
ployment?   Yes     __  No 

11.  OPIC  provides  various  financial  services  to  qualifying  foreign  investments,  including:  direct  financing,  loan  guaran- 
ties, and  proiect  surveys.  Do  you  wish  more  information  about  these  financial  services? Yet No 

12.  ESTIMATED  MAXIMUM  COVERAGES  REQUESTED:  (The  investor  must  bear  the  risk  of  loss  as  to  at  least  10%  of 

the  amount  invested;  coverage  may  not  exceed  180%  of  the  amount  invested.) 

War.  Revolution, 
Type  of  Investment  Inconvertibility  Expropriation  Insurrection 

Equity  

Loan 

Guaranty  of  a  Loan 

Royalty  or  Fee  _ 

Other  (Describe) 


I  hereby  affirm  that  no  portion  of  this  investment  has  been  made  or  irrevocably  committed  as  of  the  date  appearing  betow 

APPLICANT  .     _      By: 

Date.       _.  .  Title: 
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Mr.  Hauck,  we  welcome  you,  and  please  proceed,  if  you  will. 

STATEMENT    OF    CHABLES    HAUCK,    PRESIDENT,    BLAW-KNOX 
FOUNDRY  &  HILL  MACHINERY,  INC. 

Mr.  Hauck.  Mr.  Chairman,  as  president  of  Blaw-Knox  Co.,  I  am 
speaking  for  two  subsidiaries  of  Blaw-Knox  Co.,  namely,  the  Aetna- 
Standard  Engineering  Co.  and  Blaw-Knox  Foundry  &  Mill  Machin- 
ery, Inc.  We  are  designers  and  manufacturers  of  ferrous  and  nonfer- 
rous  rolling  mills,  pipe  mills,  and  processing  lines. 

During  the  last  two  decades,  Blaw-Knox  and  Aetna-Standard  have 
exported  $460-million  worth  of  metalworking  equipment,  which 
represented  43  percent  of  the  total  Blaw-Knox  sales  to  the  worldwide 
metalworking  industry. 

During  this  20-year  period,  our  overseas  sales  financed  through 
Eximbank  have  supported  an  average  of  843  jobs  in  our  shops,  engi- 
neering departments,  and  offices.  Additionally,  these  overseas  sales 
have  provided  an  average  of  689  jobs  in  our  suppliers'  plants  and  engi- 
neering offices.  Approximately  half  of  these  jobs  were  provided  to 
small  business  supplier  companies.  In  a  normal  year,  we  place  business 
with  more  than  100  companies,  each  selling  less  than  $5  million  an- 
nually. This  supplier  employment  which  we  have  supported  through 
export  of  steel  plant  facilities  is  spread  over  a  large  area  of  our 
country. 

Further  employment  has  been  brought  about  in  many  congressional 
districts  through  the  foreign  sales  activities  of  Blaw-Knox.  It  is  ob- 
vious, then,  that  without  Eximbank  financing,  an  average  of  1,532  jobs 
during  the  past  20  years  would  have  been  lost  by  Blaw-Knox  and  our 
suppliers. 

Furthermore,  without  Eximbank  financing  these  1,532  jobs,  in  effect, 
would  have  been  exported,  because  our  overseas  competitors  would 
have  engineered  and  built  the  equipment  anyway  with  financing 
through  foreign  governments  and  agencies. 

Without  the  1,532  jobs  associated  with  these  foreign  projects,  our 
engineering  departments  and  plants  would  have  suffered  severely.  In 
fact,  we  may  have  been  forced  to  abandon  the  metalworking  equip- 
ment business  entirely. 

Obviously,  our  very  survival  in  the  mill  equipment  business  depends 
on  Eximbank  financing.  Moreover,  without  the  workload  from  foreign 
projects,  our  unit  costs  and  efficiency  would  be  adversely  affected, 
causing  higher  prices  on  the  remaining  domestic  orders. 

Consequently,  the  American  steel  industry  would  either  have  to 
pay  domestic  steel  plant  equipment  builders  higher  prices  for  their 
new  installations  or  buy  from  our  foreign  competitors  and  thus  be- 
come dependent  on  faraway  sources  for  engineering  assistance,  spare 
parts,  and  service. 

Over  the  years,  such  dependence  on  foreign  sources  would  seriously 
erode  the  independence  and  strength  of  our  national  steel  industry. 
It  would  be  unsound  national  policy — in  fact,  economic  folly — to  cir- 
cumscribe or  restrict  the  freedom  of  Eximbank  in  financing  foreign 
steel  projects.  To  thus  make  the  steel  plant  equipment  industry  a 
sacrificial  lamb  in  the  hope  that  the  import  of  steel  products  to  this 
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country  would  thereby  be  forestalled  or  reduced  is  unrealistic  and  sheer 
economic  folly. 

There  are  five  large  mill  builders  in  Europe,  three  strong  competi- 
tors in  Japan,  who  compete  successfully  with  U.S.  mill  builders  in  the 
world  marketplace,  with  the  full  support  and  perhaps  subsidy  of  their 
respective  governments  and  lending  agencies. 

In  conclusion,  I  urge  you  to  recognize  the  important  contribution 
Eximbank  credit  facilities  have  made  to  the  betterment  of  our  na- 
tional economy  and  employment,  as  well  as  our  overseas  prestige  and 
influence — all  without  cost  to  the  taxpayer. 

I  urge  you  to  endorse  and  support  Eximbank  in  continuation  of  its 
past  policy  of  extending  prudent  loans  for  overseas  metalworking  in- 
stallations. Such  credit  facilities  at  rates  and  with  terms  competitive 
in  the  world  marketplace  are  not  available  to  our  industry,  except 
through  the  Eximbank. 

Finally,  the  convictions  I  have  expressed  today  with  respect  to  the 
essential  and  justifiable  need  for  Eximbank  credit  facilities  are  shared 
by  my  competitors  in  the  metalworking  machinery  building  industry. 

Thank  you. 

Chairman  Neal.  Thank  you;  sir. 

Let  me  say  there  is  a  growing  concern  in  Congress  and  among  the 
American  public  about  the  value  of  the  dollar,  and  I  think  most  of  us 
recognize  that  we  can't  strengthen  the  dollar  unless  we  increase  our 
exports  and  reduce  our  imports,  primarily  of  oil. 

I  certainly  want  to  see  the  Eximbank  a  vigorous,  aggressive  export- 
promoting  organization. 

In  conversations  with  the  other  members  of  the  subcommittee,  I 
sense  that  they  agree,  and  I  think  we  will  come  out  with  a  bill  that 
will  make  the  Eximbank  strong  and  competitive.  I  can't  predict  very 
clearly  what  precise  changes  we  would  want  to  make.  This  idea  that 
one  of  you  recommended  concerning  OPIC  is  a  very  interesting  one. 
It  would  be,  I  think,  a  very  tough  thing  to  do.  We  have  jurisdictional 
problems  with  other  committees  in  the  Congress,  but  anyway,  we  will 
certainly  give  it  full  consideration,  and  any  other  idea  that  any  of  you 
may  have  for  making  the  Bank  competitive  within  its  mandate  to 
make  money  and  not  compete  with  private  capital  and  so  on,  we  would 
certainly  like  to  entertain  those  ideas. 

I  guess  all  of  you  mentioned  losing  jobs  and  business  because  of  lack 
of  Eximbank  support.  It  is  a  fine  line,  you  know,  that  Eximbank  has 
to  walk.  It  has  to  make  money  and  still  support  our  exports. 

Are  our  competitors  lowering  prices?  Are  they  becoming  more 
efficient  worldwide,  above  and  beyond  the  official  support  that  they 
get?  And  in  addition,  because  of  the  mandate  of  the  Eximbank,  you 
know,  we  simply  can't  compete.  Yesterday,  an  example  was  given 
about  a  20-year  4-percent  loan.  We  would  have  to  radically  change 
Eximbank  to  allow  it  to  compete  with  that  sort  of  thing. 

How  do  you  see  this?  Are  foreign  manufacturers  beconrng  more 
competitive,  more  efficient,  above  and  beyond  their  official  export  sup- 
port? Would  you  recommend  that  somehow  we  radically  alter 
Eximbank,  that  we  provide  big  subsidies  for  exports? 

Mr.  Withers.  Speaking  for  the  construction  industry,  Mr.  Chair- 
man, I  don't  think  we  recommend  that  we  try  to  compete  with  every 
type  of  low-cost  financing. 
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From  my  standpoint,  I  think  that  the  thing  we  must  first  get  over 
is  a  policy  of  exporting  from  the  United  States.  I  don't  believe  we 
have  had  that  policy  in  the  past,  and  I  think  if  we  are  going  to  keep 
the  dollar  from  going  down  and  down  we  are  going  to  have  to  export 
more,  and  that  certainly  would  support  our  recommendation  that  the 
Eximbank  not  only  be  extended  but  that  the  amount  of  loans  that  it 
can  make  be  increased. 

The  other  point  that  we  bring  up  is  this  matter  of  the  insurance. 
Now,  Saudi  Arabia  doesn't  need  to  borrow  any  money  from  the 
Export-Import  Bank  for  anyone  else.  But  on  the  other  hand,  we  need 
this  political  risk  insurance  to  go  into  Saudi  Arabia  and  take  these 
projects  which  will  not  be  from  any  loan  at  Eximbank;  all  they  will 
be  doing  is  providing  insurance.  Aiid  when  we  take  these  projects — 
and  we  have  stated  40  to  60  percent  of  the  material  that  goes  in  them 
will  be  bought  in  the  United  States — that  can't  help  but  increase  and 
improve  our  balance  of  trade,  and  it  can't  help  but  increase  our 
employment. 

Chairman  Neal.  Thank  you. 

Mr.  Hauck.  I  want  to  say  that  I  feel  that  Eximbank  should  be  com- 
mitted to  meeting  any  demonstrated  competition  from  their  peers  in 
the  world  marketplace — specifically  Hermes,  EGCC  in  England  or 
the  United  Kingdom,  and  the  Japan  Eximbank.  To  me  this  is  abso- 
lutely necessary  for  us  to  be  competitive.  We  have  enough  problems 
with  our  overseas  competitors  who  receive  support  and  subsidy  from 
their  governments — and  I  think  this  is  a  problem  the  Eximbank  can't 
solve.  But  it  is  a  fact  that  above  some  base  level  the  Japanese  only  look 
at  the  cost  of  materials  and  energy  in  quoting  a  job.  That  is  how  they 
are  able  to  quote  as  high  as  50  percent  below  the  U.S.  comparable 
prices. 

Now,  that  is  a  problem  that  we  can  only  solve  by  changing  our 
whole  attitude  in  this  country  with  respect  to  welfare.  I  see  some  real 
merit  in  what  they  are  doing  in  Japan.  They  are  guaranteeing 
productive  jobs,  and  in  effect  the  Government  is  subsidizing  them  in- 
stead of  doing  it  the  way  we  do. 

If  some  of  the  billions  that  are  now  being  spent  on  pointless  and 
wasted  welfare  were  spent  to  fully  support  us,  in  credit  facilities,  I 
think  we  would  be,  you  know,  far  better  off. 

Chairman  Neal.  I  wonder  if  any  of  you  could  give  your  expe- 
rience with  the  paperwork  burden  of  Eximbank.  We  have  heard  some 
comment  to  the  effect  that  a  lot  of  time  is  wasted  in  complying  with 
their  forms  and  that  sort  of  thing.  Do  you  have  any  comment? 

Mr.  Fulp.  From  our  viewpoint,  Mr.  Chairman,  most  of  the  paper- 
work starts  at  the  level  of  FCIA — Foreign  Credit  Insurance  Associa- 
tion— which  is  an  Eximbank-supported  program.  The  procedures  of 
getting  the  credit  information,  to  get  the  balance  sheets  3  years  back 
properly  audited — by  the  time  all  of  this  is  accomplished  you  are  al- 
most talking  in  terms  of  90  to  120  days  to  get  everything  in  order  for 
a  decision. 

The  competition  that  we  are  faced  with,  principally  from  Germany 
and  Switzerland,  they  can  usually  offer  3-  to  5-year  credit  terms  within 
10  days  from  the  time  that  they  are  starting  to  negotiate  with  a 
customer. 
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At  the  time  that  they  are  offering  credit,  the  only  thing  that  we 
can  say  is,  "Well,  we're  making  application  to  FCIA.  We  hope  that 
they  will  respond  favorably,  but  we  cannot  tell  you  'yes'  or  'no'  at  this 
stage." 

By  the  time  we  can  get  enough  information,  we  have  asked  for  more 
papers  than  they  have.  That  brings  on  a  delay.  It  brings  on  a  negative 
attitude  from  the  customer.  And  the  result  is  that  they  go  ahead  and 
take  the  easiest  credit  that  is  available  wihin  a  reasonable  lengh  of 
time. 

Chairman  Neal.  Once  you  supply  the  needed  information,  the  ade- 
quate financial  statements  and  so  on,  what  is  the  time  delay? 

Mr.  Fulp.  The  big  problem  is  that  if  you  are  talking  about,  say,  a 
new  textile  mill,  there  is  no  background  information  to  start  with.  The 
customer  putting  up  the  plant  is  investing  in  land,  he  is  investing  in  a 
plant,  and  the  first  request  is  that  we  need  the  3-years  balance  sheet. 
Well,  for  a  new  operation  that  has  yet  to  buy  the  machinery,  yet  to 
install  it,  and  yet  to  start  up,  you  have  no  financial  information. 

So  then  the  next  stage  is,  you  go  back  and  try  to  get  personal  balance 
sheets  of  the  individuals  that  are  financing  the  project.  This  is  some- 
thing they  do  not  have.  If  they  have  it,  it  would  not  be  audited.  They 
would  not  reveal  it  if  they  had  it.  This  is  just  a  bit  of  confidential  bit 
of  information  that  they  nave. 

So  getting  the  proper  credit  information  is  almost  hopeless,  as  far  as 
the  type  of  projects  we  are  dealing  with. 

Now,  if  they  were  existing  operations  where  they  had  10,  15,  20 
years  of  operating  experience,  then  you  could  get  some  customers  for 
the  type  oi  textile  machinery  that  we  need  financial  assistance  on. 

Chairman  Neal.  What  percent  of  the  people  or  the  organizations 
that  you  do  business  with  are  government  organizations? 

Mr.  Fulp.  Does  anybody  have  any  comment  on  what  percentage — 
what  percentage  we  would  be  dealing  with  is  government? 

Voice.  It  is  20  to  25  percent. 

Mr.  Fulp.  On  a  worldwide  basis,  20  to  25  percent. 

Chairman  Neal.  I  am  surprised  it  is  not  higher  than  that 

Well,  you  know,  I  can  see  that  is  a  difficult  problem,  but  it  certainly 
wouldn't  be  considered  prudent  lending  practices  for  any  bank  or 
government  organizations  to  make  loans  without  adequate  financial 
information.  I  frankly  don't  know  what  we  are  going  to  do  about  it. 

Mr.  Fulp.  I  agree. 

Chairman  Neal.  What  would  you  recommend  ? 

Mr.  Fulp.  Well,  the  Eximbank  program  has  a  cooperative  facility 
with  the  foreign  banks — I  am  thinking  in  terms  of  projects  we  have 
had  that  were  active  in  Venezuela — whereas  when  a  new  project  was 
started  up,  we  suggested  that  the  customer,  instead  of  trying  to  give 
all  the  information  in  writing  that  was  being  requested,  that  he  go 
and  meet  with  a  bank  that  already  had  a  loan  commitment  for  them 
to  administer  in  Venezuela. 

Now,  what  the  result  of  those  discussions  were,  we  never  knew,  but 
nothing  ever   developed  of  that. 

I  think  that  in  certain  countries  where  Eximbank  is  setting  up  the 
cooperative  credit  facility  with  local  banks,  then,  through  that  proce- 
dure, they  can  develop  the  procurement  and  the  analysis  of  the  finan- 
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cial  information  that  is  available  for  a  decision.  But  I  think  as  a  sup- 
plier of  machinery,  it  becomes  a  search-and-find  endeavor,  that  we  our- 
selves don't  have  tne  capability  of  ever  satisfying  the  many  questions 
that  would  come  up  for  credit  analysis.  This  must  be  done  through 
the  credit  institution  itself. 

Chairman  Neal.  Let  me  thank  you  all  for  coming.  We  will  study 
your  testimony  with  great  interest. 

Any  other  ideas  you  have,  feel  free  to  let  us  know. 

We  will  adjourn  now  until  10  o'clock  tomorrow  morning. 

Thank  you,  again. 

The  subcommittee  now  stands  adjourned. 

[Whereupon,  at  11 :50  a.m.,  the  subcommittee  adjourned,  to  recon- 
vene Friday,  March  17, 1978,  at  10  a.m.] 
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TO  AMEND  AND  EXTEND  THE  EXPORT-IMPORT 
BANK  ACT  OF  1945 


FRIDAY,  MABCH  17,  1078 

House  of  Representatives,  Committee  on  Banking, 
Finance  and  Urban  Affairs,  Subcommittee  on 
International  Trade,  Investment  and  Monetary 
Policy, 

Washington,  D.C. 

The  subcommittee  met  at  10  a.m.  in  room  2128,  Rayburn  House  Office 
Building,  Hon.  Edward  J.  Pattison,  presiding. 

Present:  Representatives  Pattison,  Fenwick,  Steers,  and  Leach. 

Mr.  Pattison.  The  subcommittee  will  come  to  order. 

This  morning  we  are  concluding  our  hearings  on  the  administra- 
tion's proposal  to  reauthorize  the  Export-Import  Bank  of  the  United 
States. 

Introduced  in  the  House  as  H.R.  11384,  the  proposal  would  re- 
auhorize  Eximbank  for  5  years,  raise  its  commitment  authority  from 
$25  billion  to  $50  billion  and  increase  the  limitation  on  its  fractional 
chargeoffs. 

The  effect  would  be  an  increase  of  47  percent  in  the  actual  amount 
Eximbank  could  commit,  from  $40  billion  at  present  to  $58.85  billion 
under  the  administration's  proposal. 

This  week  we  heard  from  a  group  of  administration  officials  who 
explained  the  need  for  the  increased  commitment  authority  the  Bank 
seeks. 

Wednesday,  a  group  of  witnesses  from  labor  and  the  business  com- 
munity discussed  Eximbank's  effect  on  the  U.S.  economy  and  balance 
of  trade,  how  competitive  the  Bank  is  with  other  official  export  credit 
institutions,  and  whether  it  is  taking  the  right  kind  of  risks. 

Yesterday,  spokesmen  from  banks  and  industry  analyzed  the  Bank's 
competitiveness,  the  appropriateness  of  the  rislcs  it  is  taking,  and  its 
effects  on  small  businesses. 

Today  we  will  concentrate  on  the  issues  involved  in  the  financing 
of  large-scale  exports.  We  are  fortunate  in  having  a  distinguished 
group  of  witnesses  who  are  thoroughly  familiar  with  the  Bank's  op- 
erations. I  would  like  to  welcome  you  at  this  time  and  I  look  forward 
to  your  testimony. 

As  a  result  of  our  examination  of  this  morning's  issues  and  others 
we  have  heard  about  this  week,  we  will  draft  a  subcommittee  bill 
incorporating  any  changes  or  additions  to  the  administration's  request 
that  we  may  find  necessary.  We  will,  of  course,  ask  for  the  comments 
of  our  witnesses  at  that  time. 

(461) 
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We  will  operate,  if  we  can,  to  the  extent  possible  on  a  20-minute  rule 
basis. 

Your  statements  will  be  accepted  into  the  record  in  full,  and 
printed. 

If  you  can  summarize  your  testimony,  that  would  be  helpful,  and 
stay  within  the  10  minutes. 

We  will  hear  from  each  of  the  witnesses,  starting  with  Mr.  Jack 
Pierce,  treasurer  of  Boeing,  then  Mr.  Kristan  H.  Christiansen,  vice 
president,  General  Electric.  Then  Mr.  V.  G.  Wright,  chairman  of  the 
National  Constructors  Association.  And,  after  we  have  heard  from 
all  three,  then  we  will  be  prepared  for  questions. 

STATEMENT  OF  JACK  FIERCE,  TREASURER,  BOEING  CO.;  ACCOM- 
PANIED BY  LAWRENCE  GOLDBERG,  TREASURER,  MONITOR  BOX- 
ART,  FARMINGDALE,  N.Y. 

Mr.  Pierce.  Thank  you. 

My  name  is  Jack  Pierce.  I  am  treasurer  of  the  Boeing  Co.  With  me 
is  Mr.  Lawrence  Goldberg,  treasurer  of  Monitor  Boxart,  a  small  busi- 
ness firm  located  in  Farmingdale,  N.Y.,  and  a  supplier  to  Boeing. 

Last  year,  Boeing  delivered  $2.3  billion  of  commercial  jets  and  sup- 
port items  of  which  62  percent  were  exports. 

For  the  past  4  years  almost  $6.3  billion — over  70  percent  of  Boeing 
jet  sales — were  exports ;  Eximbank  assisted  through  guaranty  or  direct 
loan  in  financing  259  units  out  of  393  units  exported — or  about  63 
percent  of  exports. 

Total  industry  sales  over  that  same  4-year  period  were  $23.9  billion, 
of  which  61  percent  were  exports. 

At  last  count,  80,000  industry  people  were  directly  involved  in  build- 
ing jets  for  export,  with  another  20,000  producing  support  items  and 
refurbishing  used  aircraft  for  export.  More  than  halt  of  these  people 
were  employees  of  suppliers  located  in  every  State  of  the  Union,  in- 
cluding over  4,000  small  business  firms — companies  employing  less 
than  500  people. 

In  1977,  Boeing  contracted  $1.9  billion  in  orders  for  materials  and 
services  for  commercial  jet  aircraft  from  2,584  suppliers  located  in  44 
States.  Two-thirds  of  Boeing's  contractors  were  small  business  firms 
operating  in  38  States. 

We  rely  upon  small  business  firms  within  sectors  of  our  production 
complex  because  they  respond  quickly  to  shifts  of  production  rate 
cycles  with  minimum  redtape,  and  still  maintain  cost-effective  quality 
performance.  One  appreciates  the  complexity  by  considering,  as  an 
example,  that  a  747  has  approximately  4  million  individual  parts. 

About  53.3  percent  of  the  747's  airframe  weight  is  produced  out- 
side of  Boeing  organizations.  These  small  firms  have  developed  skills 
applicable  to  areospace  technology.  In  some  cases,  40  percent  to  50 
percent  of  their  production  capacity  is  committed  to  aircraft.  Thus, 
their  survival,  like  ours,  depends  on  our  ability  to  effectively  compete 
in  the  world  marketplace. 

This  industry  is  labor  intensive.  Last  year  just  Boeing,  McDonnell- 
Douglas  and  Lockheed  had  46,000  people  directly  engaged  in  the  pro- 
duction of  commercial  jets,  of  which  35,000  jol»  were  dependent  on 
the  export  market  base. 
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This  base  affords  the  opportunity  of  enriching  our  employees' 
talents,  as  well  as  maintaining  them  at  an  advanced  state  of  technology. 
Thus,  exports  help  preserve  this  human  resource  for  any  further  mis- 
sions in  space,  military  or  aviation. 

Foreign  market  penetration  reduces  the  unit  cost  of  jets  by  spread- 
ing the  recovery  of  research  and  development  costs  of  new  aircraft 
types  over  a  much  larger  market  base;  without  such  an  incremental 
market,  unit  costs  would  be  higher  and  would  be  borne  by  U.S.  carriers 
alone.  Lower  unit  costs  improve  airlines  economics  which  translates 
into  a  lower  air  fare  structure  to  the  traveling  public. 

Hence,  when  Eximbank  assists  in  expanding  the  market  base,  Exim- 
bank  benefits  U.S.  airlines,  as  well.  Furthermore,  Eximbank  has  di- 
rectly assisted  U.S.  airlines  in  the  sales  of  their  "used"  equipment 
to  customers  abroad — airlines  like  Pan  Am,  TWA,  and  Northwest, 
Since  1970,  130  used  jets  have  been  financed  by  Eximbank  for  U.S. 
airlines,  thereby  permitting  them  to  purchase  additional  new  efficient 
aircraft  types  for  optimized  fleet  mix  integration. 

Mr.  Chairman,  I  hope  I  have  put  into  perspective  the  importance 
of  the  export  market  to  this  industry  and  the  U.S.  airline  industry. 
Incidently,  I  can  recall  an  18-month  period,  covering  all  of  1970,  when 
not  a  single  domestic  order  was  placed.  During  that  time  we  were 
totally  dependent  on  the  export  market  to  maintain  production. 

Now,  I  wish  to  explain  why  Eximbank  plays  such  a  vital  role  in 
making  many  of  these  aircraft  export  sales  possible. 

The  airline  industry,  U.S.  and  foreign,  is  a  capital-intensive  highly 
leveraged  industry.  The  investment  associated  with  purchasing  a 
single  new  jet  ranges  from  $10  million  to  $55  million.  In  the  mobiliza- 
tion of  capital  to  finance  such  acquisitions,  the  repayment  terms  es- 
tablished by  the  financial  institutions  must  conform  to  the  realities 
which  require  the  airlines,  private  or  public,  to  be  able  to  service  the 
debt  from  cash-flow  generation.  Cash  flows  generated  by  most  airlines 
are  not  sufficient  to  pay  for  aircraft  investments  within  a  period  of 
less  than  10  to  15  years. 

This  is  a  business  fact  of  life  of  the  airline  industry — and  one  easily 
verified  by  reviewing  the  combined  financial  results  of  U.S.  and  for- 
eign airlines  over  recent  years.  Foreign  and  U.S.  airlines  are  faced 
with  about  the  same  problems,  except  for  one  major  difference. 

Foreign  airlines  do  not  have  the  same  accessibility  to  long-term 
money  markets  as  U.S.  carriers,  who  are  able  to  finance  aircraft  over 
period  of  at  least  15  years. 

U.S.  insurance  companies  and  pensions  funds  which  provide  much 
long-term  financing  ior  U.S.  carriers  are  highly  regulated  and  are 
effectively  prohibited  from  making  foreign  loans. 

Long-term  money  markets  outside  the  United  States  exist  only  in 
the  industrialized  countries,  but  they  are  "thin"  and  not  active  enough 
to  provide,  on  a  continuing  basis,  the  substantial  levels  of  funding  re- 
quired to  support  U.S.  aircraft  exports.  Such  money  markets  are 
highly  sensitive  to  the  vagaries  of  politicoeconomic  events,  discourag- 
ing any  consistent  reliance  of  capital  at  reasonable  terms  and  cost. 

Even  if  these  markets  were  developed  to  handle  the  requirements  of 
airlines  from  industrialized  countries,  this  would  not  solve  the  problem 
for  the  airlines  from  developing  countries.  And  during  the  past  3 
years  the  latter  airlines  have  purchased  more  than  50  percent  of  our 
aircraft  exports. 
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Some  foreign  airlines,  those  that  fly  into  the  United  States  on  a 
scheduled  basis,  can  qualify  for  long-term  lease  financing.  This  form 
of  financing  has  limited  application.  It  is  available  only  to  the  most 
creditworthy  of  borrowers,  and  can  be  arranged  only  if  the  airline 
and  its  government  are  willing  to  allow  registration  and  ownership  of 
the  aircraft  in  the  United  States. 

The  only  other  continuous  source  of  financing  is  commercial  banks, 
which,  as  a  matter  of  policy,  normally  extend  only  medium  term— 5- 
to  6-year  loans.  And  this  is  particularly  true  with  respect  to  foreign 
loans. 

Hence,  the  only  dependable  source  of  long-term  export  financing 
available  for  aircraft  is  Eximbank.  Without  Eximbank,  there  would 
only  be  three  funding  options  available  to  a  foreign  airline. 

First,  the  airline  could  increase  cash  downpayment  for  the  aircraft 
price,  say,  50  percent,  so  that  the  net  investment  balance  could  be  fi- 
nanced within  maximum  commercial  banking  repayment  terms  of  5 
or  6  years.  However,  the  result  would  be  fewer  exports,  since  cash 
flow  generation  would  be  so  severely  impinged  under  conditions  of 
requiring  higher  downpayment  and  relatively  short  bank  repayment 
terms  that  the  rate  of  new  equipment  investment  would  be  cut  back 
drastically  to  conform  cash  flow  to  debt  service  capability.  An  analogy 
would  be  to  require  a  homeowner  who  would  prudently  buy  a  house 
on  a  20-year  mortgage  to  repay  such  financing  over  a  10-year  term 
instead ;  the  mortgage  debt  service  would  be  so  greatly  increased  within 
the  shorter  time  frame  that  he  would  be  required  to  reduce  the  size 
of  his  investment  package  to  meet  such  a  constraint. 

This  seems  self-evident  and  yet  some  say,  "Look,  the  U.S.  aircraft 
manufacturers  build  the  best  products  and,  since  the  choices  are  lim- 
ited as  far  as  competing  foreign  equipment,  why  not  let  the  foreign 
airline  pay  cash?" 

The  simplicity  of  this  suggestion  is  appealing  until  one  realizes 
that  without  Eximbank,  even  if  there  were  no  competition  whatso- 
ever— and  I  will  point  out  later  that  this  is  clearly  not  the  case — the 
airline  systems  of  the  world  would  not  have  reached  their  optimized 
level  of  fleet  requirements  under  such  restrictive  conditions. 

As  a  matter  of  fact,  at  a  recent  IATA  conference,  it  was  the  opin- 
ion of  Mr.  Fred  Bradley,  vice  president,  Citibank,  that  the  current 
10-year  repayment  terms  combining  commercial  banks  and  Eximbank 
already  may  be  too  restrictive  compared  to  the  productive  life  of  the 
aircraft. 

A  second  option  has  been  suggested;  namely,  government-owned 
airlines  secure  funding  from  their  own  government  and  forget  Exim- 
bank. Let  us  think  of  the  real  world  consequences  of  this  idea.  Devel- 
oping countries  cannot  afford  to  pay  cash  for  aircraft-size  investments, 
and  should  not  be  expected  to  do  so,  since  this  would  substantially 
reduce  their  limited  foreign  exchange  resources. 

Jets,  in  developing  countries,  provide  movement  of  human  and  ma- 
terial resources  within  time  and  space  constraints  imposed  by  topog- 
raphy, distance  and  climate,  on  a  more  cost-effective  basis  than  other 
choices  which  require  capital-labor  input  beyond  the  developing  na- 
tion's reserves. 
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Furthermore,  international  traffic  routes  have  provided  them  with 
the  ability  to  generate  substantial  net  foreign  exchange  inflow,  for- 
eign exchange  required  desperately  for  other  growth  objectives. 

As  for  export  financing  to  lesser  developed  nations,  Eximbank  is  of 
special  value.  Oftentimes,  the  commercial  bank's  credit — the  earlier 
maturities — would  not  be  extended  without  Eximbank  providing  the 
latter  maturities,  since  the  private  banks  are  more  comfortable  about 
the  integrity  of  the  credit  agreement. 

Eximbank's  ability  to  negotiate  as  a  U.S.  governmental  agency  and 
to  provide  fixed  interest  rates  and  longer  term  financing,  is  often  the 
incentive  for  commercial  bankers  to  provide  the  earlier  maturities  at 
their  own  risk  without  Eximbank  guarantee. 

This  point  was  made  very  clear  recently  when  Mr.  Harry  Colwell, 
vice  president  of  Chase  Manhattan,  said  that  "with  very  few  excep- 
tions, commercial  banks  in  the  United  States  are  unwilling  to  finance 
commercial  jet  export  transactions,  unless  the  Export- Import  Bank 
of  the  United  States  participates  in  the  latter  maturities  of  such 
transactions." 

It  is  especially  in  lesser  developed  countries  that  we  face  the  toughest 
export  financing  competition  from  European  aircraft  manufacturers. 
Because  of  limited  foreign  exchange  reserves,  a  developing  country's 
minister  of  finance  may  determine  the  choice  of  equipment,  based  on 
the  financing  rather  than  the  technical  merits  of  tne  equipment.  The 
ability  of  government-sponsored  export  financing  agencies  in  Europe 
to  quote  more  liberal  financing  terms  presents  an  uphill  battle. 

Another  reason  we  would  not  want  to  encourage  foreign  airlines  to 
petition  their  governments  for  funding  is  that  most  airlines  operate 
as  independent  entities  similar  to  private  corporations,  whether  or 
not  they  are  government  owned. 

These  airlines  attempt  to  run  economically  viable  operations  and  to 
select  aircraft  on  a  businesslike  basis  with  minimal  government  control. 

If  Eximbank  financing  were  not  available  and  these  airlines  were 
forced  to  rely  on  government  funding  for  aircraft  purchases,  there  is 
no  doubt  these  governments  would  also  want  a  greater  voice  in  the 
equipment  selection  decisions. 

As  things  stand  now,  even  with  the  availability  of  Eximbank  financ- 
ing, there  has  been  an  increase  in  government-directed  aircraft 
selection. 

The  third  option  an  airline  could  exercise  is  to  purchase  aircraft 
from  a  competing  foreign  aircraft  manufacturer  who  secures  their 
government's  export  financing  support.  This  has  happened — two  re- 
cent cases  are  Thai  Airways  and  Pakistan  International  Airlines — 
A-300  versus  U.S.  equipment,  both  times. 

This  brings  up  the  subject  of  competition.  We  hear  of  Government 
papers  and  agency  personnel  who  contend  that  theoretically  U.S.  air- 
craft industry  is  dominant  enough  to  withstand  any  competitive  threat. 

I  say  "we  hear"  because  we  have  never  been  invited  to  attend  such 
discussions,  even  though  it  is  our  capital,  our  employees  and  our  future 
that  is  directly  involved. 

We  would  welcome  such  open  discussion  anytime,  because  we  know 
they  are  mistaken,  in  theory  and  practice. 
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The  Europeans  are  actively  marketing  A-300's.  BAC-lll's,  F-28's 
and  SST's.  Their  best  and  most  formidable  competitor  is  A-300,  a  high 
technology,  medium  range,  wide-body  twin  jet  built  by  Airbus  In- 
dustrie, a  nationalized  consortium  of  government-owned  European 
aerospace  companies. 

It  was  developed,  produced,  and  marketed  with  the  financial  and 
political  support  of  the  French  and  German  Governments.  By  the 
end  of  1977,  Airbus  had  orders,  options  and  letters  of  intent  for  116 
A-300's  from  15  airlines.  A-300  has  penetrated  airlines  in  Europe,  the 
Middle  East,  Africa,  Asia,  the  Far  East,  South  America,  and  the 
United  States.  A-300  is  widely  recognized  as  a  good  airplane.  Colonel 
Borman  of  Eastern  Air  Lines  would  not  be  operatingit  today  on  our 
east  coast  if  he  did  not  concur  with  this  assessment.  The  same  report 
says  Eastern  will  acquire  23  A-300's. 

He  was  quoted  March  15  in  the  Washington  Post,  at  the  CAB  hear- 
ings as  calling  it  "operationally  superb." 

Because  of  airline  scheduling  flexibility  and  seat  capacity,  A-300 
has  demonstrated  that  it  is  competitive  with  U.S.  wide-body  aircraft. 

We,  at  Boeing,  are  especially  aware  of  this  competitive  flexibility^ 
since,  last  year  we  lost  the  sale  of  a  747  to  Pakistan.  Pakistan  Inter- 
national Airlines  was  looking  for  a  large  capacity  aircraft,  and  both 
our  short-range  747  and  the  A-300  were  being  considered.  The  main 
reason  we  lost  the  sale  was  that  we  could  not  develop  a  financing  plan 
satisfactory  to  Pakistan  International  Airlines.  But  there  was  another 
reason :  the  A-30  could  compete  effectively  with  our  747  in  this  case, 
and  when  the  airline  found  that  it  could  not  finance  the  747,  it  ac- 
cepted A-300  as  a  viable  alternative. 

Currently,  Boeing  is  involved  in  another  sales  campaign  in  which 
the  747  is  facing  A-300  as  a  competitor.  An  African  airline  considering 
equipment  for  a  long-range  route — about  5,500  miles.  Our  proposal 
requires  a  one-stop  operation  with  a  total  flight  time  of  10  hours.  The 
A-300  plan  requires  a  two-step  operation  and  requires  a  flight  time  of 
12  hours.  We  are  having  difficulty  in  arranging  financing  and  the  air- 
line has  advised  us  that  if  we  cannot  resolve  the  financing  problem,  it 
will  have  no  choice  but  to  place  A-300's  on  the  route,  which  is  an  ac- 
ceptable alternative  and  one  that  does  not  have  a  prohibitive  operat- 
ing penalty. 

Foreign  competition  will  increase.  Plans  are  under  way  for  a  long- 
range  A-300  derivative,  the  B-ll,  and  the  British  and  French  have 
each  announced  plans  for  new  aircraft,  the  A-200  and  the  BAC-X-11. 

The  SST  Concorde  and  A-300  reveal  European  determination  to 
build  their  own  commercial  aircraft,  even  if  their  governments  are 
required  to  underwrite  the  substantial  costs.  A-300  government-spon- 
sored financing  programs  include  both  long-term  debt  financing  and 
long-term  lease  financing. 

In  addition,  Airbus,  T>ecause  of  multigovernment  ownership,  has 
mobilized  the  support  of  various  government  ministries  to  add  further 
momentum  to  sales  campaigns. 

This  enables  Airbus  to  offer  imaginative  financing  programs  with 
other  inducements. 

A-300  has  won  in  Korea,  where  a  12-year  lease  and  special  landing 
rights  were  involved,  in  India,  where  special  trade  agreements  were 
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the  incentive,  in  Pakistan,  a  nuclear  reprocessing  plant  offer,  in  Spain 
and  Greece,  assistance  in  joining  the  Common  Market  is  a  strong 
inducement. 

As  you  know,  it  is  now  confirmed  that  Olympic  Airways  will  buy 
two  A-300's.  We  have  lost  that  campaign,  as  well,  this  week. 

Eastern  Airlines  was  able  to  negotiate  a  no-cost  lease  for  6  months 
for  these  aircraft.  Furthermore,  ithas  been  reported  that  Airbus  pays 
legal  fees,  U.S.  tariffs,  FAA  certification  charges,  maintenance  and 
repair  costs.  I  believe  this  is  an  excellent  example  of  the  extent  to  which 
European  aircraft  manufacturers  and  governments  will  go  to  support 
penetration  in  new  markets. 

In  1977,  Airbus  received  orders  for  49  A-300's,  25  firm  and  24  option. 
A-300  now  has  a  broader  market  base  geographically  than  Lockheed, 
and  last  year  A-300  captured  about  10  times  the  business  Lockheed  did. 

In  1977  alone,  Airbus  received  orders  and  options  nearly  equal  to  all 
the  business  they  captured  in  the  prior  4  years.  If  Boeing  had  captured 
the  1977  Airbus  business,  it  would  have  represented  a  net  increase  of 
25,000  man-years  employment  for  U.S.  workers. 

We  expect  that  financing  will  become  an  increasingly  important 
competitive  factor. 

The  A-300  financing  programs  are  currently  superior  to  those 
offered  by  Eximbank ;  they  offer  financing  for  a  greater  percentage  of 
the  aircraft  investment — 90  percent  at  least — and  the  entire  financing 
package  i?  offered  at  a  fixed  interest  rate. 

Moreover,  they  have  been  offering  12-year  leases  which,  in  reality, 
are  conditional  sales  contracts.  No  fair  market  value  at  purchase  op- 
tion, but  a  nominal  option  price  at  the  end  of  the  lease. 

On  the  other  hand,  Eximbank's  programs  cover  no  more  than  80  to 
85  percent  of  the  investment,  and  the  rates  offered  are  a  combination  of 
fixed  and  fluctuating  interest  rates.  Nor  does  Eximbank  financing  pro- 
vide for  a  comparable  leasing  program. 

Boeing  welcomes  meeting  all  competitors  in  the  marketplace,  fair 
competition  based  on  technology.  Soon,  we  expect  to  undertake  sub- 
stantial risks  in  the  development  of  new  aircraft  types  which  will 
increase  efficiency  and  meet  higher  environmental  standards.  However, 
as  a  private  company  we  cannot  extend  our  limited  resources  beyond 
the  prudent  limits  established  by  the  capital  market.  We  are  unable  to 
offer  "no-cost  leasing."  We  cannot  expect  "foreign  aid"  cocktails  to 
assist  our  sales  program  aboard.  We  believe  we  can  compete  with  Air- 
bus on  technical  merits,  but  we  cannot  compete  with  the  national 
treasuries  of  France  and  Germany. 

As  for  the  gentleman's  agreement,  we  welcome  a  meaningful  and 
enforceable  structure  to  halt  predatory  export  financing  schemes,  but 
if  such  an  agreement  is  more  rhetoric  than  reality,  we  ask  that  Exim- 
bank, when  necessary,  be  permitted  to  match  "head  on"  any  govern- 
ment export  financing  scheme,  directly  or  indirectly,  used  as  a  device  to 
win  in  lieu  of  product  superiority. 

Eximbank  is  important  to  us,  our  employees,  our  foreign  customers, 
our  commercial  banks,  and  our  suppliers,  as  Mr.  Goldberg  will  be 
happy  to  discuss,  I  am  sure. 

Thank  you  for  this  opportunity  to  testify. 

[The  prepared  statement  of  Mr.  Pierce,  on  behalf  of  the  Boeing  Co., 
follows :  j 
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My  name  is  Jack  Pierce,  I  am  Treasurer  of  The  Boeing 
Company  and  Chairman  of  the  International  Finance  Task  Group 
of  the  Aerospace  Industries  Association.  With  me  is  Mr.  Lawrence 
Goldberg,  President  of  Monitor  Boxart,  a  small  business  firm 
located  in  Long  Island,  New  York,  which  has  been  a  supplier 
to  The  Boeing  Company  for  about  five  years. 

Because  of  the  importance  of  Eximbank  to  the  commercial 
jet  aircraft  industry,  I  am  grateful  for  the  opportunity  to 
testify  on  behalf  of  the  proposed  legislation  to  extend  the 
Bank's  operating  authority.   However,  before  addressing  the 
question  of  why  Eximbank  has  been  and  will  continue  to  be 
essential  to  our  success  in  exporting  commercial  aircraft,  I 
would  like  to  say  a  few  words  about  our  industry's  dependence  on 
exports  and  identify  some  of  the  economic  benefits  these  exports 

r. 

provide  to  our  country. 

Last  year,  The  Boeing  Company  delivered  2.3  billion 
dollars  worth  of  commercial  aircraft  and  related  products.   62 
percent,  or  1.4  billion  dollars  of  these  sales  were  exports. 
During  the  past  four  years  -  1974  through  1977  -  over  70  percent 
of  our  sales  were  exports.   Indeed,  there  have  been  times  when 
Boeing  has  been  even  more  dependent  on  exports  than  these  figures 
suggest.  There  was  an  18  month  period  in  the  early  1970 's  when 
we  did  not  receive  a  single  order  from  a  domestic  airline.   During 
this  period  all  of  our  orders  were  from  the  export  market. 
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In  1977,  Boeing  placed  orders  for  $1.9  billion 
worth  of  materials  and  services  from  2,584  suppliers. 


S796mBon 


Of  these  suppliers,  1,756  were  small*  business 
firms  located  in  38  states. 


*  Less  than  500  employees 


Exhibit  A 
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On  an  industry  basis,  total  sales  for  the  period 
1974  through  1977  were  about  23.9  billion  dollars,  of  which 
14.6  billion  dollars,  or  61  percent,  were  export  sales. 

It  is  obvious  that  export  sales  are  essential  to  Boeing 
and  our  industry.   But,  they  also  have  a  significant  and  favorable 
nation-wide  impact  on  jobs  and  small  business  as  well  as  a  number 
of  other  areas  that  should  be  mentioned. 

For  the  past  two  years,  about  80,000  people  have  been 
directly  involved  in  building  commercial  jets  for  industry  export. 
Another  20,000  have  been  involved  in  producing  support  items  and 
refurbishing  used  aircraft  for  export.  More  than  half  of  these 
people  were  employees  of  subcontractors  and  suppliers  located 
in  every  state  of  the  union,  including  over  4,000  small  business 
firms  -  companies  employing  less  than  500  people.  When  the 
multiplier  effect  is  considered,  we  estimate  that  the  jobs  of 
about  a  quarter  of  a  million  Americans  depend  on  the  exports  of 
commercial  aircraft  and  follow-on  business  such  exports  provide. 

In  1977,  The  Boeing  Company  awarded  contracts  for  1.9 
billion  dollars  for  materials  and  services  for  commercial  jet 
aircraft  to  2,584  suppliers  located  in  44  states.   In  just  the 
small  business  sector  alone,  the  national  impact  of  this  business 
is  sizeable.   For  example,  during  1977,  two-thirds  of  the 
contractors  with  whom  the  Boeing  Commercial  Airplane  Company  did 
business  were  small  business  firms.   These  firms,  1,756  in  number 
and  located  throughout  38  states,  were  awarded  contracts  for  over 
190  million  dollars. 
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Currently,  53.5%  of  the  747's  airframe  weight  is 
subcontracted  to  firms  outside  Boeing. 


Primary  Skills  of  Commercial  Airplane  Industry  Workers 
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Eximbank  Support  of  U.S.  Airlines 

1<)70  -  (Sept.)  1977 
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The  reason  Boeing  uses  these  small  suppliers  is  not 
because  of  any  law  or  public  relations  scheme.   We  use  them 
simply  because  it  is  in  our  company's  best  Interest  to  do  so. 
Utilization  of  a  small  business  firm  is  often  a  more  effective 
course  to  pursue  within  certain  sectors  of  our  production 
complexity  because  such  firms  respond  quickly  to  shifts  of 
production  rate  cycles  with  minimum  red  tape,  and  still  maintain 
quality  performance  on  a  cost-effective  basis.   The  need  for  this 
versatility  can  be  appreciated  by  considering ,  for  example ,  that 
a  747  aircraft  has  approximately  4  million  individual  parts, 
13 6  miles  of  wiring  and  currently,  about  53.5  percent  of  its 
airframe  weight  is  produced  outside  the  Boeing  organization. 

It  should  also  be  understood  that  many  of  these  contractors 

are  specialty  firms  that  have  developed  skills  and  products 

specifically  applicable  to  aerospace  technology  -  in  some  cases, 
(EX.  B) 

4  0  to  50  percent  of  their  production  capacity  is  committed  to 

aircraft  products,  thus  their  survival,  like  ours,  depends  on  our 

ability  to  effectively  compete  in  the  world  marketplace- 

In  addition  to  providing  employment ,  commercial  aircraft 
exports  benefit  our  country  in  a  number  of  other  ways.   First, 
the  aerospace  industry  is  a  labor-intensive  industry  with  propor- 
tionately higher  levels  of  skill  than  most  industrial  based 
operations*   At  the  end  of  1977 f    Boeing,  McDonnell  Douglas  and 
Lockheed  had  4  6,000  people  directly  engaged  in  the  production  of 
commercial  aircraft,  of  which  35,000  were  dependent  on  the  export 
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market  base  for  jobs.   This  base  affords  the  opportunity  of 
enlarging  and  enriching  the  talents  of  our  employees  as  well  as 
maintaining  them  at  an  advanced  state  of  technology,  thus 
preserving  this  resource  for  future  missions  in  space,  defense 
or  any  other  high  technology  projects  our  country  may  need  to 
undertake . 

Second,  the  export  market  has  reduced  the  unit  cost  of 
jets  by  enabling  aircraft  manufacturers  to  amortize  the  enormous 
non-recurring  expenditures  associated  with  research  and  development 
of  new  aircraft  programs  over  a  world-wide  market  base.   Without  such 
a  major  market,  unit  costs  for  such  aircraft  would  be  significantly 
higher  and  would  have  to  be  borne  mostly  by  U.  S.  carriers. 
Lower  unit  costs  result  in  better  airline  economics  which  trans- 
lates into  lower  air  fares  for  the  traveling  public.   Hence, 
when  Eximbank  assists  in  the  export  financing  of  new  aircraft 
which  enlarges  the  market  base,  Eximbank  has  been  of  benefit  to 
U.  S.  airlines  as  well. 

Third,  because  the  export  market  is,  at  present,  mostly 

equipped  with  U.  S.  manufactured  aircraft,  it  provides  a  natural 

market  for  used  equipment  that  U.  S.  airlines  wish  to  sell.   In 

turn,  this  permits  U.  S.  carriers  to  purchase  newer  and  more 

efficient  aircraft  at  a  lower  net  cost.   I  might  also  add  that 
(EX.  C) 

nearly  all  U.  S.  airlines  use  Eximbank  extensively  to  finance 

export  sales  of  their  used  aircraft.   In  fact,  since  1970,  Eximbank 

has  financed  130  used  aircraft  valued  at  636.2  million  dollars 

which  were  sold  abroad  by  20  U.  S.  airlines,  including  such 

carriers  as  Pan  American,  TWA,  Northwest  and  Eastern. 


Digitized  by  VjOOQ IC 


475 


Finally,  the  export  market  is  a  significant  generator 
of  U.  S.  tax  revenue.   For  example,  a  study  conducted  by  McDonnell 
Douglas  using  Wharton's  Econometric  Model,  concluded  that  during 
1975  and  1976,  an  average  of  5.6  billion  dollars  per  year  were 
paid  in  federal,  state  and  local  taxes  as  a  direct  or  indirect 
result  of  current  and  past  aircraft  export  sales. 

Mr.  Chairman,  I  hope  I  have  put  into  perspective  the 
importance  of  these  exports  as  they  relate  to  both  the  aircraft 
manufacturing  industry  and  our  country  as  a  whole. 

I  would  now  like  to  explain  why  Eximbank  plays  such  a 
vital  role  in  making  these  aircraft  export  sales  possible. 

The  airline  industry,  both  U.  S.  and  foreign,  can  be 
characterized  as  a  capital-intensive  and  highly  leveraged  industry. 
Currently,  the  investment  associated  with  purchasing  a  single 
new  jet  aircraft  ranges  between  10  million  and  55  million  dollars. 
In  the  mobilization  of  capital  to  finance  such  acquisitions,  the 
repayment  terms  established  by  the  financial  institutions  must 
conform  to  the  realities  which  require  the  airline  system  (private 
and  public)  to  be  able  to  service  the  debt  from  internal  cash-flow 
generation.   Further,  because  the  industry  is  both  closely 
regulated  and  highly  competitive,  profits,   or  the 
return  on  investment,  is  squeezed  to  a  point  where  cash  flows 
generated  by  most  airlines  are  not  sufficient  to  pay  for  aircraft 
investments  over  a  period  of  less  than  ten  to  fifteen  years. 


25-303  O  -  78  -  31 
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This  is  a  business  "fact  of  life"  of  the  airline 
industry  -  and  one  easily  verified  by  reviewing  the  combined 
financial  results  of  U.  S.  airlines  over  recent  years.  Moreover, 
there  are  a  substantial  number  of  financial  studies  of  foreign 
airline  operations  which  confirm  that  most  foreign  airlines  are 
faced  with  about  the  same  problems  except  for  one  major  difference. 
Foreign  airlines  do  not  have  the  same  flexibility  or  accessibility 
to  capital  markets  to  solve  the  problems  associated  with  matching 
debt  servicing  with  cash-flow  generation  capability. 

U.  S.  airlines  have  access  to  the  established  long  term 
U.  S.  money  markets,  and  in  most  cases  are  able  to  -  and  do  - 
finance  aircraft  acquisitions  over  periods  of  at  least  15  years, 
and  longer. 

This  is  not  the  case  with  foreign  airlines.   First, 
these  airlines  do  not  have  equal  accessibility  to  the  long  term 
U.  S.  money  markets.   Insurance  companies  and  pension  funds  which 
provide  most  of  this  financing  are  highly  regulated  and,  with 
few  exceptions,  are  effectively  prohibited  from  making  foreign 
loans. 

Secondly,  long  term  money  markets  outside  the  United 
States  exist  only  in  the  industrialized  countries,  but  these 
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markets  are  "thin*  and  not  active  enough  to  provide,,  on  a 
continuing  basis,  the  substantial  level  of  financing  required  to 
support  U.  5.  aircraft  exports.   Furthermore,  such  money  markets 
are  sensitive  to  the  vagaries  of  international  politico-economic 
events  thereby  discouraging  any  continuing  reliance  of  capital 
availability  at  reasonable  terms  and  cost.   Moreover t    even  if 
these  markets  were  sufficiently  developed  to  handle  the  financing 
requirements  of  airlines  from  industrialized  countries,  this 
would  not  solve  the  problem  for  the  airlines  from  non- industrialized 
countries.   And,  during  the  past  three  years,  the  latter  airlines 
have  purchased  more  than  50  percent  of  Boeing's  aircraft  exports. 

Some  foreign  airlines  -  those  that  fly  into  the  United 
States  on  a  regularly  scheduled  basis  -  can  qualify  for  long  terra 
lease  financing.   However,  this  form  of  financing  has  limited 
application.   It  is  normally  available  only  to  the  most  cred it- 
worthy  of  borrowers,  and  can  be  arranged  only  if  the  airline  and 
its  government  are  willing  to  allow  registration  and  ownership 
of  the  aircraft  in  the  United  States.   Furthermore ,  there  ara 
Other  considerations  such  as  withholding  taxes,   tax  indemnification 
provisions  and  foreign  source  income  problems  that  preclude  leasing 
as  a  reliable  and  consistently  available  source  of  financing. 

The  only  other  broad  based  source  of  financing  is 
commercial  banks.   These  institutions,  as  a  matter  of  policy, 
normally  extend  only  medium  term  -  5  to  6  year  -  loans.   And 
this  is  particularly  true  with  respect  to  foreign  loans.   Hence, 
the  only  dependable  source  of  long  term  financing  available  for 
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export  aircraft  is  Eximbank,  and  without  Eximbank,  there  would 
only  be  about  three  funding  options  available  to  a  foreign 
airline  to  purchase  aircraft. 

Under  the  first  option,  the  airline  could  pay  cash  for 
the  aircraft,  or  it  could  make  a  substantial  downpayment  on  the 
purchase  price  -  probably  close  to  fifty  percent  -  so  that  the 
net  investment  balance  could  be  financed  within  maximum  commercial 
banking  repayment  terms  of  5  or  6  years.   However,  the  result 
would  be  fewer  exports  to  such  airlines  since  their  cash-flow 
generation  would  be  so  severely  impinged  under  conditions  of 
higher  downpayment  and  relatively  short  bank  repayment  terms  that 
the  rate  of  new  equipment  investment  would  need  to  be  curtailed 
to  conform  cash  flow  to  debt  service  capability.   An  analogy  would 
be  to  require  a  homeowner  who  would  prudently  buy  a  house  on  a 
20  year  mortgage  to  repay  such  financing  over  a  10  year  term 
instead;  the  mortgage  debt  service  would  be  so  greatly  increased 
within  the  shorter  timeframe  that  he  would  be  required  to  reduce 
the  size  of  his  investment  package  to  meet  such  a  constraint. 
His  home  would  be  well  below  the  optimized  level  of  investment 
simply  to  service  a  debt  schedule  which  is  highly  restrictive  - 
it  would  be  inefficient  use  of  capital. 

This  seems  self-evident  and  yet  there  are  those  who  say  - 
"Look,  the  U.  S.  aircraft  manufacturers  build  the  best  products 
and  since  the  choices  are  limited  as  far  as  competing  foreign 
equipment,  why  not  let  the  foreign  airlines  pay  cash?"   The 
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simplicity  of  this  suggestion  is  appealing  until  one  realizes 
that  without  Eximbank  -  even  if  there  were  no  competition 
whatsoever  (and,  I  will  point  out  later  that  this  is  clearly  not 
the  case)  -  the  airline  systems  of  the  world  could  not  have 
reached  their  optimized  level  of  fleet  requirements  under  such 
restrictive  conditions.   As  a  matter  of  fact,  at  a  recent  IATA 
conference,  it  was  the  opinion  of  the  Vice  President  of  the 
Aerospace  Department  of  Citibank,  Mr.  Fred  Bradley,  that  the 
current  10  year  repayment  term  provided  by  Eximbank  may  be  too 
restrictive  when  such  a  term  is  compared  to  the  useful  life  of 
the  asset. 

A  second  option  an  airline  could  exercise  is  to  petition 
its  government  for  funding.   Since  many  foreign  airlines  are 
government  owned  or  partly  government  owned,  the  suggestion  has 
been  made  that  they  secure  funding  from  their  own  government  and 
"forget  Eximbank."  This  is  a  prospect  I  am  sure  we  would  not  want 
to  encourage. 

In  the  case  of  developing  countries,  most  governments 
cannot  afford  to  pay  cash  for  aircraft-size  investments,  and 
should  not  be  expected  to  do  so  since  this  would  substantially 
reduce  their  limited  foreign  exchange  resources  and  cause  the 
country  to  forego  or  reduce  development  in  other  areas.   Indeed, 
on  this  matter,  I  think  it  is  relevant  that  a  study  prepared  by 
M.  I.  T.  concluded  that  air  transportation  can  be  an  optimized 
choice  to  a  developing  country  over  alternate  modes  of  transportation. 
Commercial  jet  transport  provides  movement  of  human  and  material 
resources  within  time  and  space  constraints  imposed  by  topography, 
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distance  and  climate,  on  a  more  cost-effective  basis  than 
alternate  modes  which  require  capital  and  labor  beyond  the 
developing  nation's  reserves.   Furthermore,  the  development  of 
international  traffic  routes  has  provided  them  with  ability  to 
generate  foreign  exchange  greater  than  the  initial  foreign 
exchange  capital  cost  of  equipment  -  foreign  exchange  which  they 
require  desperately  to  support  other  growth  objectives. 

As  for  export  financing  to  developing  nations,  Eximbank 
is  of  special  value.   Oftentimes,  the  commercial  bank's  loan 
which  covers  the  medium  term  financing,  would  not  be  extended 
without  Eximbank  joining  the  credit  agreement  to  provide  the 
longer  term  financing.   Private  banks  feel  more  secure  about  the 
enforceability  of  the  credit  agreement  because  of  Eximbank' s 
ability  to  negotiate  as  a  U.  S.  government  agency.   This  often 
is  the  incentive  for  commercial  bankers  to  provide  the  earlier 
maturities  at  their  own  risk  without  Eximbank' s  guarantee.   This 
point  was  made  recently  when  Mr.  Harry  E.  Colwell,  Vice  President, 
Airline  and  Aerospace  Department  of  Chase  Manhattan  Bank  said, 
"With  very  few  exceptions,  commercial  banks  in  the  United  States 
are  unwilling  to  finance  commercial  jet  export  transactions  unless 
the  Export-Import  Bank  of  the  United  States  participates  in  the 
latter  maturities  of  such  transactions." 

Moreover,  it  is  especially  in  lesser  developed  countries 
where  the  export  financing  program  is  most  often  a  key  element 
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in  winning  a  sale.   Because  of  limited  foreign  exchange  reserves, 
a  developing  country's  Minister  of  Finance  may  determine  the 
choice  of  equipment  based  on  the  financing  program  rather  than 
the  technical  merits  of  the  equipment.   The  ability  of  government- 
sponsored  export  financing  agencies  in  Europe  to  quote  more 
liberal  financing  terms  presents  an  uphill  battle  even  though 
the  airline  may  prefer  U.  S.  equipment. 

Another  reason  we  would  not  want  to  encourage  foreign 
airlines  to  petition  their  governments  for  funding  is  that  moat 
airlines  operate  as  independent  entities  similar  to  private 
corporations  irrespective  of  whether  they  are  government  owned. 
The  managements  of  these  airlines  attempt  to  run  economically 
viable  operations  and  to  select  aircraft  on  a  business-like  basis 
with  minimal  government  control.   If  Eximbank  financing  were  not 
available  and  these  airlines  were  forced  to  rely  on  government 
funding  for  aircraft  purchases,  there  is  little  doubt  these 
governments  would  also  want  a  greater  voice  in  the  equipment 
selection  decisions.   As  things  stand  now  -  even  with  the  avail- 
ability of  Eximbank  financing  -  there  has  been  a  notable  increase 
in  the  number  of  instances  where  aircraft  selection  decisions  have 
been  government  directed.   Availability  of  Eximbank  financing 
provides  more  independence  to  the  managements  of  these  carriers, 
and  this  independence  can  make  the  difference  between  the 
selection  of  a  U.  S.  product  for  commercial  reasons  or  the  directed 
procurement  of  a  foreign  built  product  for  political  reasons. 

The  third  funding  option  an  airline  could  exercise  is 
to  purchase  aircraft  from  a  competing  foreign  aircraft  manufacturer 
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A300  Market  Penetration 
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for  the  primary  reason  that  a  more  flexible  long-term  financing 
program  is  made  available  through  the  support  of  the  foreign 
aircraft  manufacturer's  government.   This  has  happened.   In  fact, 
last  year  Boeing  lost  sales  for  this  reason  to  Thai  Airways 
International,  and  to  Pakistan  International  Airlines. 

In  the  case  of  Thai  International,  Eximbank  offered  to 
provide  financing,  but  it  was  unacceptable  because  it  was 
impossible  for  the  airline  to  meet  the  guarantee  requirements. 
In  the  case  of  Pakistan,  Eximbank  refused  to  offer  any  financing 
support . 

Airbus  Industrie  won  both  of  these  sales  because  it  had 
the  support  of  the  French  and  German  Governments  in  providing 
long  term  financing  which  was  acceptable  to  the  airlines. 

This  brings  up  the  subject  of  competition.   We  hear  of 
inter -agency  governmental  papers  and  personnel  who  contend  that 
theoretically,  the  United  States  aircraft  manufacturing  industry 
is  dominant  enough  to  withstand  any  competitive  threat.   I  say 
"we  hear,"  because  we  have  never  been  invited  to  attend  such 
discussions  even  though  it  is  our  capital,  our  employees  and  our 
future  that  are  directly  involved.   We  welcome  such  open 
discussion  anytime  -  anyplace  -  because  we  know  they  are  mistaken. 

The  European's  are  actively  marketing  A-300's,  BAC-111's, 
F-28's  and  the  Concorde  SST.   Their  best  and  most  formidable 
competitor  is  the  A-300  -  a  high  technology,  medium  range,  wide 
body  twin  jet  built  by  Airbus  Industrie,  a  consortium  of  government- 
owned  European  aerospace  companies. 
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Eastern  Air  Lines'  announcement  this  week 
to  purchase  the  A300  will  have  a  major  impact 
on  the  U.S.  market. 


Tentative  cities  served: 
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Note:   Probable  routes  on  which  the  A300  will  be  utiized. 
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It  was  developed  and  is  now  being  produced  and 

marketed  with  the  active  financial  and  political  support  of  the 

French  and  German  Governments.   At  the  end  of  1977,  Airbus 

Industrie  had  orders,  options  and  letters  of  intent  for  116 

A-3  00's  from  15  airlines,  including  three  European  flag  carriers 
(EX.  D^ 

and  five  other  major  international  carriers.   So  far,  it  has 

penetrated  the  airline  markets  in  Europe,  the  Middle  East,  Africa, 

Asia,  the  Far  East,  South  America  and  the  United  States. 

The  A-300  is  widely  recognized  as  a  good  airplane. 
Indeed,  last  year,  after  Western  Airlines  evaluated  it,  their 
president,  Mr.  Renda,  was  quoted  as  calling  it  an  "excellent 
airplane."  And,  I  am  sure  Col.  Borman  of  Eastern  Air  Lines 
would  not  be  operating  it  today  on  our  East  Coast  if  he  did  not 
concur  with  this  assessment. 

The  A-3  00  is  generally  competitive  with  our  short  to 
medium  range  jets,  but  because  of  its  large  capacity  -  about  250 
seats  -  and  the  flexibility  many  airlines  have  with  respect  to 
scheduling  medium  range  aircraft  on  long  range  routes,  it  has 
demonstrated  that  it  can  also  be  competitive  with  our  wide  body 
long  range  aircraft.   The  Boeing  Company  is  especially  aware  of 
this  capability  since  the  747  sale  we  lost  last  year  to  Pakistan 
International  Airlines  would  not  have  been  won  by  the  A-300  had 
it  not  been  a  large  capacity  aircraft.   The  airline  was  looking 
for  a  large  capacity  aircraft  for  its  routes  between  Pakistan  and 
the  Gulf  State  area  in  the  Middle  East.   Both  our  short  range  747 
and  the  A-3  00  were  being  considered.   The  main  reason  we  lost 
the  sale  was  that  we  could  not  develop  a  financing  plan  that  was 
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satisfactory  to  the  airline.   But  there  was  another  reason  - 
the  A-3  00  could  compete  effectively  with  our  747  in  this  case, 
and  since  the  airline  found  that  it  could  not  acquire  the  747, 
it  accepted  the  A-300  as  a  viable  alternative. 

Currently,  Boeing  is  involved  in  two  other  sales 
campaigns  in  which  the  747  is  facing  the  A-300  as  a  competitor. 
In  one  case,  an  African  airline  is  considering  the  purchase  of  a 
747  for  a  long  range  route  -  about  5,500  miles.   Our  proposal 
requires  a  one-stop  operation  with  a  total  flight  time  of 
approximately  ten  hours.   The  A-300  plan  requires  a  two-stop 
operation,  and  the  airplane  will  require  a  flight  time  of  about 
twelve  hours.   The  airline  has  accepted  the  747  as  the  best 
solution,  but  again,  we  are  having  difficulty  in  arranging 
financing.   Further,  the  airline  has  advised  us  that  if  we  cannot 
resolve  this  problem  it  will  have  no  choice  but  to  place  the 
A-300  on  the  route.   Although  we  at  Boeing,  and  the  airline,  do 
not  believe  the  A-300  is  the  best  airplane  for  this  operation, 
it  is  an  acceptable  alternative  and  one  that  does  not  have  a 
prohibitive  operating  penalty  associated  with  it. 

In  the  other  case,  Boeing  is  trying  to  sell  seven  new 
airplanes  to  an  European  flag  carrier  -  one  747,  four  727* s  and 
two  737' s.   Airbus  Industrie  has  offered  the  airline  a  plan  calling 
for  the  purchase  of  five  A-300' s.   Our  plan  and  the  one  offered 
by  Airbus  Industrie  would  give  the  airline  the  same  lift  capability. 
Both  plans  would  allow  the  airline  to  offer  optimum  capacity  at 
appropriate  times  of  the  day  within  the  major  part  of  its  system. 
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In  addition,  both  plans  would  require  a  comparable  level  of 
investment  by  the  airline.   We  think  our  plan  is  better  for  a 
number  of  reasons.   One  reason  is  the  added  capability  the  747 
offers  on  the  longer  routes  within  the  system.   However,  I  am 
sure  Airbus  is  contending  that  optimum  capacity  -  not  range  -  is 
the  most  important  consideration.   At  this  date,  we  do  not  know 
what  the  final  decision  will  be,  but  we  do  know  that  the  airline 
is  seriously  considering  both  our  plan  and  the  A-300  plan. 

A  concluding  comment  on  the  A-3  00's  relative  sales 
success  last  year  may  put  the  competitiveness  of  this  aircraft 
into  perspective.   In  1978,  the  three  U.  S.  aircraft  manufacturers 
will  deliver  about  275  airplanes.   Last  year,  Airbus  Industrie 
took  orders  for  49  A-300' s  -  25  firm  orders  and  24  options.   The 
A-300  already  has  a  broader  market  base  than  Lockheed's  L-1011, 
and  in  terms  of  dollars,  was  able  to  capture  about  ten  times 
as  much  business  as  Lockheed  did  last  year.   In  addition,  the  orders 
and  options  that  Airbus  Industrie  received  during  1977  alone  were 
nearly  equal  the  number  of  orders  and  options  it  has  received 
since  the  beginning  of  the  A-300  program  some  five  years  ago. 

The  A-3  00  program  is  gaining  momentum  and  its  impact  is 
being  felt.   For  example,  if  Boeing  had  been  able  to  capture  the 
firm  sales  and  options  that  the  A-300  won  during  1977,  the  United 
States  would  have  netted  about  25,000  labor  years  of  employment  over 
the  next  two  or  three  years.   Moreover,  this  employment  figure 
does  not  consider  the  jobs  that  would  have  been  created  by  the 
downstream  follow-on  sales.   In  other  words,  the  loss  of  one  sale 
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has  a  rippling  effect.   When  we  lost  the  sale  of  pne   747SR  to 
Pakistan  International  Airways  last  year,  we  not  only  lost  the 
employment  relating  to  that  one  aircraft,  we  also  lost  the 
employment  that  would  have  been  created  by  the  probable  sale  of 
5  or  6  follow-on  747' s  over  the  next  6  years  or  so.   In  total, 
the  loss  of  that  sale  will  in  all  likelihood  eventually  cost  the 
United  States  between  7,500  and  9,000  labor  years  of  employment. 

I  might  add  at  this  point  that  United  States  aircraft 
manufacturers  are  also  expecting  that  foreign  competition  will 
increase.   In  addition  to  the  aircraft  that  the  Europeans  are 
currently  marketing,  plans  are  under  way  for  a  long  range  A-300 
designated  the  B-ll,  and  the  British  and  French  have  each 
announced  plans  for  new  medium  range  aircraft  -  currently  designated 
the  A-200  and  the  BAC-X-11,  respectively.   All  of  these  new 
aircraft  could  be  offered  for  sale  as  early  as  late  1979  for 
deliveries  in  the  1982-83  time  period. 

The  SST  Concorde  and  the  A-300  aircraft  programs  have 
also  demonstrated  that  the  Europeans  are  determined  to  build  their 
own  commercial  aircraft  even  if  their  governments  are  required  to 
underwrite  the  costs.   In  addition,  the  governments  involved, 
particularly  the  French  and  Germans,  have  proven  that  they  are 
willing  to  provide  the  support  necessary  to  ensure  these  aircraft 
will  be  successfully  marketed.   In  the  case  of  the  A-300B,  for 
example,  government-sponsored  financing  programs  have  been  set 
up  which  include  both  long  term  debt  financing  and  long  term  lease 
financing.   Both  of  these  financing  programs  are  superior  to  those 
which  United  Stsates  manufacturers  can  offer  -  even  with  Eximbank 
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assistance.   Further,  Airbus  Industrie,  because  of  multi- 
government  ownership  has  been  able  to  stimulate  and  secure  the 
support  of  various  government  ministries  to  add  further  momentum 
to  the  sales  campaigns.   This  has  enabled  Airbus.  Industrie  to 
offer  flexible  and  imaginative  financing  programs,  and  if 
necessary,  link  other  inducements,  such  as  landing  rights,  to  the 
sale  of  their  aircraft. 

Earlier,  I  mentioned  the  penetration  of  the  A-300  into 
the  United  States.   As  many  of  you  may  know,  Eastern  Air  Lines 
was  able  to  'negotiate  a  no-cost  lease  for  six  months  for  these 
aircraft.   Furthermore,  it  has  been  reported  that  Airbus  Industrie 
agreed  to  pay  all  legal  fees,  U.  S.  tariffs,  FAA  certification 
charges,  and  maintenance  and  repair  costs  associated  with  introducing 
the  aircraft  to  Eastern's  fleet.   I  believe  this  is  an  excellent 
example  of  the  extent  to  which  European  aircraft  manufacturers  and 
their  governments  are  willing  to  go  to  penetrate  new  aircraft  markets. 
Other  examples  where  the  A-300  has  won  are  in  Korea,  where  a  12  year 
lease  and  special  landing  rights  were  the  inducements  -  in  India, 
where  special  trade  agreements  were  the  incentive  -  and  in  Iran, 
where  the  issue  was  nuclear  power  plants. 

••■.-*•-  ':"":.'•■,  Although. 'private  United"  States i  aircraft  manufacturers  are  '•■  ' 
unable  to  match  offers  like  these,  to  date,  we  have  not  lost  a 
large  part  of  the  world  market  to  our  foreign  competitors.   There 
are  primarily  two  reasons  for  this.   One  is  that  the  A-300  is  a 
relatively  new  aircraft  and  it  is  expensive  for  airlines  to 
introduce  new  kinds  of  aircraft  into  their  fleets.   This  has 
given  us  a  short  term  advantage,  but  one  that  will  rapidly  disappear 
as  the  A-300's  market  base  grows.   As  one  Airbus  Industrie  official 
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said  during  its  Western  Airlines  campaign,  "It's  like  trying 
to  get  olives  out  of  a  jar.   The  first  one  is  hard  to  get.   But 
then  the  others  come  easy." 

The  second  reason  is  availability  of  Eximbank's  support 
and  the  Bank's  willingness  in  most  cases  to  increase  its  support 
in  highly  competitive  situations.   For  example,  Eximbank  has 
supported  about  66  percent  of  Boeing's  export  sales  during  the 
past  five  years,  and  there  is  little  doubt  that  this  support  has 
been  absolutely  essential  to  our  export  sales  success.   However, 
with  the  expansion  of  the  A-300  market  base  and  the  prospective 
introduction  of  new  aircraft  from  European  manufacturers,  we 
expect  that  financing  will  become  an  increasingly  important 
competitive  factor.   The  A-300  financing  programs  are  currently 
superior  to  those  offered  by  Eximbank  primarily  because  they  offer 
financing  for  a  greater  percentage  of  the  aircraft  investment 
(90  percent  at  least) ,  the  entire  financing  package  is  offered 
at  a  fixed  interest  rate,  and  as  I  stated  earlier,  they  have  been 
offering  12  year  leases,  which  in  many  cases  are  simple  conditional 
sales  contracts  (no  fair  market  value  purchase  option,  but  a  nominal 
option  price  at  the  end  of  the  lease).   On  the  other  hand,  Eximbank's 
financing  programs  currently  cover  no  more  than  8  0  to  85  percent 
of  the  investment,  the  rates  offered  are  a  combination  of  fixed 
and  floating  interest  rates,  and  Eximbank  does  not  offer  any 
leasing  program. 

Until  now,  Eximbank's  financing  programs  have  been 
competitive  enough  to  prevent  the  issue  of  financing  from 
becoming  the  winning  factor  in  most  sales  campaigns.   I  am  not 
confident,  however,  that  I  will  be  able  to  say  this  next  year 
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at  this  time. 

In  closing,  I  would  like  to  say  that  Boeing  welcomes 
the  challenge  of  competition  -  fair  competition  based  on 
technology  and  product  performance.   Soon  we  expect  to  undertake 
substantial  risks  in  the  development  of  new  aircraft  types  which 
will  increase  efficiency  and  comfort  as  well  as  achieve  greater 
fuel  efficiency  and  meet  higher  environmental  standards.   However, 
as  a  private  company,  we  cannot  extend  our  limited  resources 
beyond  the  prudent  limits  established  by  the  capital  market. 
We  are  unable  to  offer  "no  cost  leasing"  —  we  cannot  expect, 
nor  do  we  desire  our  Government  to  grant  political  concessions  to 
assist  our  sales  program  abroad.   We  can  compete  with  Airbus  and 
the  other  European  aircraft  manufacturers  on  cost  and  technical 
merits,  but  we  cannot  compete  with  the  national  treasuries  of 
France  and  Germany  and  other  European  countries. 

Governmental  export  financing  programs  should  supplement  - 
not  replace  -  private  capital  when  appropriate.   Eximbank  is  an 
effective  and  continuing  source  of  long  term  financing  to  assist 
U.  S.  exporters  and  to  supplement  private  capital.   As  for 
agreements  between  governments  which  would  halt  predatory  export 
financing  schemes,  we  would  welcome  a  meaningful  and  enforceable 
structure.   But  if  the  spirit  of  such  an  agreement  is  more  rhetoric 
than  reality,  we  ask  that  Eximbank,  when  necessary,  be  permitted 
to  match  "head  on"  any  governmental  export  financing  activity 
devised  (directly  or  indirectly)  by  other  nations  as  a  method  of 
winning  a  sale  in  lieu  of  product  superiority. 


Digitized  by  VjOOQ IC 


492 

Mr.  Pattison.  Thank  you,  Mr.  Pierce. 

We  will  now  hear  from  Mr.  Christiansen,  vice  president  of  General 
Electric  Co. 

STATEMENT  OF  KKISTIAN  H.  CHRISTIANSEN,  VICE  PRESIDENT, 
GENERAL  ELECTRIC  CO. 

Mr.  Christiansen.  My  name  is  Kristian  H.  Christiansen.  I  am  a 
vice  president  of  General  Electric  Co.,  and  general  manager  of  the 
international  sales  division,  a  position  I  have  held  since  1974. 

It  is  a  distinct  pleasure  to  appear  before  this  subcommittee,  on  the 
fourth  day  of  your  current  hearings  on  the  Export-Import  Bank 
of  the  United  States. 

My  company  supports  the  administration  proposal  to  renew  the 
Bank's  charter  for  5  years  and  to  increase  the  overall  commitment 
authority  of  the  Bank  from  $25  billion  to  $40  billion. 

We  believe  a  5-year  extension  is  desirable,  to  assure  U.S.  exporters 
and  their  foreign  customers  that  there  will  be  reliable  availability  and 
continuity  in  export  financing  support. 

We  understand  that  the  requested  $15  billion  increase  in  overall 
commitment  authority  is  based  on  an  Eximbank  assumption  that  U.S. 
exports  will  grow  over  the  next  5  years  at  an  average  rate  of  about  10 
percent  per  year.  Though  total  U.S.  exports  grew  by  only  5  percent  in 
1977,  we  hope  our  economy — following  an  aggressive  foreign  economic 
policy — will  average  better  over  the  next  5  years  than  the  assumed  10 
percent  per  year,  but  for  the  time  being  we  believe  the  Bank's  premise 
is  reasonable. 

We  support  extension  of  the  Bank's  charter  on  an  expanded  basis 
for  two  basic  reasons : 

First,  U.S.  exports — increasing  exports — are  vital  in  our  national 
effort  to  bring  our  trade  deficits  under  more  adequate  control;  better 
balance  in  our  trade  accounts  will  of  course  be  an  important  aid  in 
increasing  domestic  employment  and  economic  growth. 

Second,  the  Bank's  aid  is  especially  important  with  respect  to  ex- 
ports of  manufactured  goods — especially  capital  goods. 

In  connection  with  this  second  point,  it  should  be  noted  that  the 
level  of  exports  aided  by  the  Bank  in  its  1977  fiscal  year  decreased  for 
the  third  consecutive  year.  During  fiscal  year  1977,  Eximbank  authori- 
zations of  $5.6  billion  supported  $8.5  billion  in  U.S.  exports,  out  of  the 
total  U.S.  exports  during  that  period  of  over  $120  billion.  In  fiscal 
1976,  the  Bank  authorized  $8.6  billion  to  support  $12  billion  in  exports. 
This  declining  support  by  the  Bank  reflected,  in  part— as  the  Bank 
has  explained  in  its  1977  annual  report— the  restrictive  lending  criteria 
used  by  the  Bank  during  the  past  few  years.  However,  the  Bank's 
report  went  on  to  say  that :  "In  the  context  of  a  trade  deficit  exceeding 
$25  billion,  it  is  clearly  time  to  reverse  this  downturn  in  Eximbank 
support  levels." 

Last  Monday,  March  13,  Mr.  John  L.  Moore,  Jr.,  the  Bank's 
President  and  Chairman,  told  this  sul>committee  that  : 

The  primary  purpose  of  Eximbank  is  still  to  facilitate  exports— American 
exports  which  support  American  jobs.  In  view  of  today's  massive  U.S.  trade 
deficit,  I  believe  that,  for  the  foreseeable  future,  Eximbank  most  do  all  that 
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it  can  reasonably  do  to  insure  that  U.S.  exporters  receive  competitive  financial 
support. 

We  agree  with  Mr.  Moore  and  commend  the  Bank  for  the  various 
changes  it  is  making  to  achieve  its  purpose  more  etfectively. 

To  illustrate  Mr.  Moore's  linkage  of  exports  and  jobs,  let  me  cite 
General  Electric's  experience. 

General  Electric  recently  made  a  careful  survey  of  its  1976  domestic 
operations,  component  by  component,  to  estimate  how  many  domestic 
jobs — in  G.E.  and  in  our  vendors  and  subcontractors — were  export 
related.  In  that  year — 1976 — G.E.  exports  to  external  customers  were 
$1.9  billion  and  $2.3  billion  overall.  We  were  therefore  able  to  con- 
tribute a  trade  surplus  of  $1.9  billion  to  the  overall  1976  U.S.  trade 
account — which,  however,  as  we  all  know,  had  a  deficit  of  $9  billion 
that  year.  Our  job  survey  indicated  that  over  37,000  General  Electric 
jobs  and  over  44,000  jobs  in  our  vendors  and  subcontractors — a  total  of 
over  81,000  jobs — were  export  related. 

We  estimate  that  roughly  25  percent  of  these  jobs — that  is,  over 
20,000  U.S.  jobs — related  to  G.E.  exports  that  involved  Eximbank 
assistance. 

These  figures  on  export-related  jobs  are  probably  conservative,  but 
they  are  more  than  sufficient  to  demonstrate  the  close  connection  be- 
tween exports  and  jobs. 

We  certainly  hope  that  the  growing  awareness  of  what  exports 
mean  to  the  U.S.  economy  will  contribute  to  improvements  in  U.S. 
trade  policy,  including  improvements  in  the  performance  of  the 
Eximbank. 

As  the  Bank  recognizes — and  as  the  Bank's  President  explained  to 
this  subcommittee  last  Monday — the  Bank  is  competitively  deficient  in 
substantial  respects,  when  compared  to  counterpart  financing  agencies 
in  the  other  major  trading  countries. 

The  Bank  is  correct  that  foreign  competitors  tend  to  have  signi- 
ficant financial  advantages,  such  as :  Lower  interest  costs  made  possible 
by  use  of  so-called  "mixed  credits";  the  greater  extent  to  which 
governmentally  provided  financing  covers  total  costs,  local  costs,  and 
foreign  content;  and  the  availability  of  insurance  to  protect  sellers 
against  inflation  and  exchange  rate  risks. 

The  Bank's  undertaking  to  match  or  compensate  for  any  short- 
comings in  these  areas  should  be  encouraged  and  supported. 

A  dominant  theme  in  these  hearings — in  any  informed  discussion  of 
any  aspect  of  U.S.  trade  policy — is  the  recognition  that  U.S.  exporters 
face  increasingly  tough  foreign  competition — in  price,  technology, 
and  in  aggressive  home  government  support,  with  favorable  financing 
a  key  weapon. 

It  is  not  for  the  Bank  to  help  U.S.  exporters  compensate  for  any 
shortcomings  in  price,  quality,  delivery,  et  cetera.  That  part  of  the 
export  equation  is  the  obligation  solely  of  the  U.S.  exporter.  He  is  not 
to  be  subsidized.  But  the  U.S.  exporter  properly  expects  Eximbank 
assistance  to  match  or  compensate  for  foreign  government  practices 
that  the  President  of  the  Bank  described  to  the  subcommittee  last 
Monday  as  "nonmarket  imperfections"  such  as  official  financing 
assistance. 

Two  general  observations  are  pertinent : 
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First,  the  U.S.  exporter  and  the  foreign  customer  need  to  have  a 
fair  degree  of  certainty  as  to  what  the  Eximbank  will  or  will  not  do. 
The  Bank  should,  by  all  means,  maintain — and  even  increase — its  ex- 
pressed willingness  to  be  flexible  so  as  to  stretch  to  meet  special 
needs  in  special  cases.  But  such  flexibility  is  itself  a  factor  on  which 
the  U.S.  exporter  should  be  able  to  rely. 

Incidentally,  the  sooner  foreign  governments  see  that  Eximbank 
will  adequately  support  U.S.  exporters  against  "nonmarket"  govern- 
ment financial  assistance,  the  sooner  these  foreign  governments  will 
become  willing  to  agree  to  broader  and  more  effective  international 
agreements  to  remove  "nonmarket"  financing  from  being  an  important 
competitive  factor. 

The  second  general  observation  is  that  we  should  be  wary  of  certain 
theoretical  arguments  with  respect  to  international  trade  that  read 
well  in  the  textbook  but  which  prove  unsound  in  the  real  world.  I 
specifically  have  in  mind  the  "cure-everything"  potency  sometimes 
attributed  to  floating  exchange  rates.  The  argument  is  that  the  Exim- 
bank maybe  made  sense  when  we  had  fixed  exchange  rates,  but  floating 
exchange  rates  just  about  eliminate  need  for  the  Bank.  The  argument 
is  unrealistic.  Export-oriented  countries  intervene  in  exchange  markets 
to  keep  their  exports  competitive  when  they  think  it  necessary  to  do 
so.  Furthermore,  many  export  sales  are  not  as  price  sensitive  as  theory 
predicts  they  should  be.  And  there  is  the  fact  of  what  I  call  "social 
pricing"  by  foreign  competitors;  that  is,  pricing  to  keep  people  work- 
ing in  their  own  countries. 

I  now  turn  to  the  topic  to  be  emphasized  today — large-scale  exports. 
I  shall  discuss,  rather  briefly,  nuclear  reactor  exports  and  aircraft 
engine  exports. 

First,  nuclear  reactor  exports. 

EXIMBANK   AND   NUCLEAR  EXPORTS 

As  is  well  known  to  the  Congress,  the  U.S.  nuclear  reactor  industry 
has  steadily  been  losing  ground  in  the  export  area. 

A  few  years  ago,  the  United  States  had  a  near  monopoly  in  nuclear 
reactors  in  the  free  world.  Now  there  are  16  companies  in  8  countries 
which  are  capable  of  competing  in  the  international  nuclear  reactor 
market. 

A  few  figures  demonstrate  what  has  been  happening. 

Total  number  reactors  ordered 


Outside  sell-  U.S.  | 

er's  home  to .__ 

Outside      market  (ex.  U.S.  export  U.S.  percent  of    outside  United 

United  States     port  market)  orders  export  market 


Year: 

1972 15  8 

1973 16  8 

1974 37  18 

1975 24  10 

1976 18  3 

1977 13  6 


100  53 

SO  25 

44  22 

40  17 

33  6 

17  8 


I  think  it  is  rather  dramatic  to  see  that  the  United  States  moved 
from  100  percent  in  1972,  to  17  percent  in  1977.  Of  course,  as  those 
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figures  show,  the  total  nuclear  export  market  has  been  contracting. 
But  the  falling  U.S.  share  is  obviously  alarming. 

Incidentally,  it  should  be  recognized  that  nuclear  realtor  manufac- 
turers like  General  Electric  Co.  are  to  a  large  extent  systems  engineer- 
ing companies.  A  nuclear  reactor  involves  many  components — such  as 
valves,  pumps,  pipes,  et  cetera — supplied  by  vendors  and  subcontrac- 
tors, so  that  the  fate  of  U.S.  nuclear  exports  involves  many  relatively 
small  firms,  as  well  as  many  jobs,  in  both  General  Electric  and  such 
firms. 

Of  course,  a  decline  in  U.S.  nuclear  exports  was  to  be  expected,  to 
some  extent,  as  other  countries — France,  United  Kingdom,  West  Ger- 
many, Canada — mastered  nuclear  technology  and  became  competent 
to  challenge  the  United  States.  They  have  virtually  closed  their  home 
markets  to  foreign  competition  and  have  become  aggressive  seekers  of 
foreign  orders. 

But,  to  a  large  extent,  the  decline  is  the  direct  consequence  of  U.S. 
governmental  policy. 

U.S.  nonproliferation  policy — prohibiting  the  sale  of  enrichment 
and  reprocessing  technologies  and  facilities — has  in  the  past  few  years 
influenced  some  foreign  customers — Brazil  and  Pakistan,  for  exam- 
ple— to  turn  to  suppliers  in  West  Germany  and  France. 

Administration  decisions  almost  a  year  ago  to  defer  reprocessing  of 
spent  fuel,  recycling  of  recovered  plutonium.  and  development  of 
breeder  reactors  have  caused  other  nations  to  question  the  impact  of 
U.S.  policies  on  their  energy  plans. 

And  legislation  signed  into  law  last  Friday — the  Ncmproliferation 
Act  of  1977 — imposes  new  U.S.  controls  over  exports.  These  controls 
go  beyond  both  existing  U.S.  nuclear  cooperation  agreements  with 
other  nations  and  the  controls  which  other  supplier  nations  have 
agreed  to  apply,  as  well  as  adding  new  U.S.  restrictions  over  foreign 
reprocessing  of  fuel  burned  in  U.S.-supplied  reactors. 

In  addition  to  the  export  restrictiveness  of  U.S.  nonproliferation 
policy,  U.S.  export  licensing  procedures  even  under  the  new  legisla- 
tion are  so  complex  and  time  consuming  and — most  importantly — so 
uncertain,  that  U.S.  nuclear  exporters  have  a  serious  credibility  prob- 
lem with  foreign  customers.  A  foreign  buyer  of  nuclear  facilities  cost- 
ing more  than  a  billion  dollars  and  which  will  be  an  important  part 
of  the  buying  country's  energy  program  and  development  plans  will 
not  tolerate  being  subjected  to  unpredictable  and  unilateral  shifts  in 
U.S.  export  licensing  policy. 

The  nope  has  been  expressed  that  U.S.  nuclear  policy  has  now 
crystallized  with  passage  of  the  Nuclear  Nonproliferation  Act  of  1977, 
so  that  some  believe  that  the  uncertainties  plaguing  TT.S.  exporters 
are  now  on  the  way  to  being  resolved. 

We  don't  think  it  makes  sense  to  ignore  problems  but  we  join  in  the 
hope  that  a  new  stability  may  now  emerge.  We  certainly  need  it. 

Unless  the  United  States  and  foreign  governments  agree  in  the 
fairly  near  future  on  nonproliferation  policies  affecting  nuclear  ex- 
ports, there  is  the  real  prospect  that  more  and  more  of  the  free  world's 
nuclear  business  will  go  to  countries  less  restrictive  than  ours.  The 
United  States  will  be  increasingly  isolated  in  nuclear  policy.  As  a 
result,  our  influence  on  the  proliferation  issue  itself — as  well  as  on 
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other  aspects  of  the  peaceful  uses  of  atomic  energy — will  steadily 
decrease. 

In  any  such  process,  the  impact  on  U.S.  jobs  and  the  trade  deficit 
will  also  be  quite  negative. 

The  Eximbank,  of  course,  is  not  responsible  for  U.S.  nuclear  export 
policy  or  export  licensing  procedures.  But  it  has  a  necessary  role  to 
play  if  there  is  to  be  successful  implementation  of  U.S.  nuclear  export 
policy. 

The  large  capital  cost  of  nuclear  plants  makes  governmental  financ- 
ing assistance  a  necessary  element  of  practically  every  export  sale.  The 
improving  export  orientation  of  the  Bank  will  be  needed  to  meet  the 
very  strong  foreign  competition  in  the  nuclear  field — which  is  likely 
to  ^et  even  more  competitive  in  the  future. 

We  should  consider  what  can  reasonably  be  done  by  the  Congress 
and  by  the  domestic  nuclear  industry  to  reduce,  if  we  can't  eliminate, 
foreign  customer  fears  concerning  congresssional  review  of  Eximbank 
financing  of  nuclear  exports.  Such  fears,  by  themselves,  can  turn  some 
customers  to  foreign  suppliers.  No  other  country  imposes  such  an 
unpredictable  and  unlimited  cancellation  threat — which  continues 
after  all  negotiations  have  been  completed  and  a  final  contract  has  been 
agreed  to. 

The  critical  importance  of  assured  and  favorable  nuclear  financing 
has  been  emphasized  to  us  recently  by  a  Spanish  customer,  who  has 
repeatedly  advised  us  that,  in  selecting  among  the  technically  equiva- 
lent suppliers,  price  would  be  considered  secondary  and  the  award 
would  be  made  to  the  supplier  whose  nation  provided  the  most  attrac- 
tive export  financing. 

I  now  turn  to  exports  of  commercial  aircraft  engines. 

EXIMBANK    AND    COMMERCIAL    AIRCRAFT   ENGINES 

The  potential  world  export  market  for  commercial  aircraft  is  large. 
It  is  estimated  that,  over  the  next  10  years,  purchases  will  run  to  £T5 
billion.  Over  half  of  this  market  is  expected  to  be  outside  the  United 
States. 

The  engine  part  of  a  commercial  aircraft  is  about  20  percent  of  the 
total  value.  So  the  aircraft  engine  market  will  also  be  large. 

However,  as  with  nuclear  reactors,  aircraft  engine  exports  face 
tough  foreign  competition,  which  includes  the  "nonmarket"  typje  of 
governmental  financing  assistance.  They  clearly  require  competitive 
Eximbank  financing. 

The  U.S.  commercial  aircraft  engine  export  business  has  technolog- 
ical leadership.  It  makes  a  significant  positive  contribution  to  the 
U.S.  balance  of  trade.  It  creates  and  supports  many  domestic  jobs, 
both  in  our  own  plants  and  in  those  of  our  suppliers. 

For  example,  the  CF-6  engine  program  involves  more  than  400 
domestic  suppliers  to  General  Electric.  But  the  continuing  ability  of 
this  industry  to  maintain  its  leadership  and  to  contribute  to  our  na- 
tional welfare  depends  on  adaptive  and  flexible  Eximbank  support. 

For  example,  Eximbank  has  in  the  past  refused  to  finance  sale  of 
U.S.  aircraft  engines  that  were  to  be  incorporated  in  foreign-made  air- 
frames— though  the  Bank  does  finance  the  sale  of  U.S.  aircraft  that 
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have  foreign-made  engines.  I  understand  however  that  the  Bank  is 
reviewing  its  past  position. 

CONCLUSION 

In  closing,  I  come  back  to  a  point  I  made  earlier,  to  stress  its  im- 
portance not  just  to  the  Eximbank  but  also  to  other  aspects  of  U.S. 
trade  policy. 

In  my  judgment,  the  only  way  the  United  States  will  persuade 
other  nations  to  moderate  their  increasingly  aggressive  financing 
rivalries  in  their  all-out  pursuit  of  export  business,  is  for  the  United 
States  to  be  as  aggressive  as  they  are,  while  seeking  deescalation.  Other 
nations  will  be  receptive  to  greater  moderation  and  to  doing  business 
on  the  regular  basis  of  jDrice,  delivery,  and  so  forth,  when  they  real- 
ize the  United  States  will  not  permit  itself  to  be  disadvantaged  by 
their  excesses. 

This  also  means  that  we  should  question  changes  in  national  policy 
that  would  decrease  our  competitiveness.  We  should  not  undo  in  one 
area  what  we  are  trying  to  accomplish  in  another.  I  specifically  have 
in  mind  the  Carter  administration  tax  reform  proposals  to  phase  out 
DISC  and  the  tax  law  provisions  that  defer  taxation  of  U.1S.  foreign 
affiliate  income  until  such  income  is  remitted. 

DISC  is  an  effective  tax  incentive  to  promote  exports. 

Deferral  is  the  practice  of  all  major  trading  countries;  some,  in 
fact,  do  not  tax  their  foreign-source  income  at  all.  It  should  be  rec- 
ognized that  offshore  U.S.  affiliates  significantly  increase  U.S.  exports. 
Preserving  tax  parity  for  these  affiliates  is  necessary  to  keep  them 
competitive. 

I  believe  these  hearings  demonstrate  the  clear  need  for  a  realistic 
U.S.  trade  policy,  based  on  sharp  awareness  of  the  need  for  exports 
and  the  determined  will  to  get  them. 

In  particular,  they  demonstrate  the  need  for  a  continued  and  ex- 
panded Eximbank.  These  hearings  should  also  warn  us  against  leg- 
islative changes  that  would  weaken  our  competitive  position  in  world 
trade. 

Mr.  Pattison.  Thank  you.  We  will  now  hear  from  Mr.  Wright, 
chairman  of  the  National  Constructors  Association. 

STATEMENT  OF  GERALD  WEIGHT,  VICE  PRESIDENT  OP  CONSTRUC- 
TION, CATALYTIC,  INC.,  PHILADELPHIA,  PA.,  CHAIRMAN,  NA- 
TIONAL CONSTRUCTORS  ASSOCIATION,  ON  BEHALF  OF  THE  AS- 
SOCIATION; ACCOMPANIED  BY  LOWELL  DICKY,  VICE  PRESIDENT, 
BECHTEL  FINANCING  SERVICES 

Mr.  Wright.  Thank  you. 

Mr.  Chairman,  members  and  staff  of  the  subcommittee,  my  name  is 
Gerald  Wright.  I  am  employed  as  vice  president  of  construction  for 
Catalytic,  Inc.,  an  international  firm  of  engineers  and  constructors 
located  in  Philadelphia. 

I  am  here,  however,  as  chairman  and  chief  elected  officer  of  the 
National  Constructors  Association.  I  have  with  me  Mr.  Lowell  Dicky, 
vice  president  of  Bechtel  Financing  Services.  Bechtel,  of  course,  is  one 
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of  this  country's  most  prominent  firms  of  engineers  and  constructors, 
and  members  of  NCA. 

We  are  pleased  to  have  the  opportunity  to  address  the  impact  of 
Eximbank  on  the  export  of  important,  large-scale,  heavy  construction. 
We  shall  try  to  stay  within  your  time  allowances  by  merely  high- 
lighting our  testimony,  which  has  been  submitted  separately. 

A  continuing,  vigorous,  Export-Import  Bank  is  essential  to  the 
overseas  competitiveness  of  the  U.S.  engineering  construction  indus- 
try. It  is  a  key  link  in  the  chain  of  institutional  support  that  can,  if 
mantained,  stimulate  the  flow  of  U.S.  manufactured  goods  and  serv- 
ices abroad,  thus  creating  jobs  at  home. 

Our  industry's  ability  to  compete  in  overseas  markets  has  been 
seriously  eroded  in  recent  years  as  legislative  and  regulatory  actions 
restrict  our  access  to  foreign  markets.  The  support  now  being  afforded 
to  our  foreign  engineering-construction  competitors  by  their  govern- 
ments is  greater,  more  accessible,  and  better  coordinated  than  that 
available  to  U.S.  firms. 

The  availability  of  Eximbank  credits  and  guarantees  has  been  one 
of  the  few  positive  elements  affecting  our  ability  to  compete  in  the 
international  marketplace.  The  absence  of  or  further  curtailment  of 
Eximbank  programs  would  severely  diminish  our  revenues  and  export 
trade  at  a  time  when  our  country  is  reeling  from  a  1977  trade  deficit 
of  $27.9  billion  and  is  faced  with  a  projected  1978  deficit  of  equal  or 
greater  proportions. 

NCA  is  made  up  of  48  of  the  Nation's  largest  engineering  and  con- 
struction firms,  and  they  are  involved  with  such  projects  as  oil 
refineries,  petrochemical  plants,  pulp  and  papermills,  oil  processing 
facilities,  ports  and  harbors,  and  powerplants.  These  types  of  projects 
are  all  top  priority  projects  for  developing  countries. 

For  the  1975-76  period,  our  contract  volume — that  is  the  American 
construction  industry's  contract  volume — was  about  $18.5  billion  on 
an  annualized  basis.  Our  current  annual  average  is  estimated  to  be 
about  $11.5  billion,  a  decline  of  about  $7  billion. 

Two  years  ago,  U.S.  designers  and  constructors  were  performing  15 
percent  of  all  the  international  construction  projects,  and  we  ranked 
first  among  exporting  countries.  This  year,  our  share  has  dropped  to 
less  than  10  percent,  and  we  rank  fourth,  behind  West  Germany,  Italy 
and  Japan. 

XCA  estimates  that  a  minimum  of  50  percent  of  the  total  dollar 
amount  of  foreign  contracts  awarded  to  U.S.  engineering  and  con- 
struction firms  returns  to  the  domestic  economy  through  purchases  of 
U.S.  manufactured  goods  and  materials  and  salaries  tor  engineering 
and  administrative  people. 

Domestic  employment  generated  by  our  industry's  export  work,  in 
1975,  using  Bureau  of  Labor  Statistics  estimates,  was  at  least  400,000 
jobs.  Some  estimates  run  as  high  as  800,000  jobs  when  consideration  is 
given  to  the  ripple  effect  on  the  economy  inherent  in  our  work. 

The  drop  in  world  market  share  of  U.S.  engineering-construction 
firms  such  as  that  over  the  last  2  years,  due  to  increasing  international 
competition,  will  result  in  a  domestic  job  loss  of  roughly  150,000  jobs 
annually.  Using  the  accepted  industry  norm,  some  40,000  to  50,000  jobs 
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are  lost  with  each  $1  billion  decrease  in  exports,  not  including  the 
ripple  effect. 

Given  the  U.S.  share  of  OECD  economic  activity — some  40  percent 
of  OECD  gross  national  product — the  U.S.  fair  share  of  the  world- 
wide engineering-Construction  market  should  be  at  least  40  percent — 
$60  to  $70  billion. 

However,  the  actual  U.S.  market  share  is  only  in  the  range  of  10 
percent>-$15  to  $18  billion. 

Because  our  industry  operates  in  a  highly  competitive  environment, 
NCA  member  companies  have  a  vital  interest  in  the  enhancement  of 
U.S.  trade  policies  and  institutions,  such  as  Eximbank,  which  are  de- 
signed to  assist  us  in  meeting  foreign  competition. 

Our  foreign  competitors  enjoy  assistance  from  their  governments 
far  in  excess  of  that  available  to  U.S.  companies.  For  example :  Many 
governments  underwrite  the  proposal-making  efforts  of  their  construc- 
tion firms  on  major  international  projects.  Such  proposals  can  typically 
cost  several  hundreds  of  thousands  of  dollars — dollars  which  are  pure 
risk  investment.  For  example,  the  Canadian  Government,  pays  50  per- 
cent of  the  cost  of  any  proposal  made  by  a  Canadian  company  which 
which  could  result  in  the  export  of  Canadian  goods  and  services. 

Japan  often  extends  significant,  long-term,  low-interest  export 
credits  to  a  foreign  government  in  an  effort  to  encourage  the  client 
country  to  request  Japanese  proposals  on  major  projects.  This  support 
is  in  addition  to  direct  financial  assistance  provided  during  the  pro- 
posal stage. 

The  French  have  been  known  to  tie  arms  sales  or  development 
grants  and  assistance  to  the  award  of  major  design-construction  con- 
tracts. Such  tie-ins  are  an  overwhelmingly  competitive  advantage 
which  U.S.  firms  are  unable  to  counter. 

Another  example,  Japan  not  only  permits,  but  encourages  the  early 
formation  of  a  single  bidding  entity  for  a  given  international  project, 
thereby  allying  government  support  efforts  with  one  bidding  group. 

In  contrast  to  these  broad  and  well-orchestrated  efforts,  U.S.  con- 
tractors operate  in  a  climate  of  fierce  competition  among  themselves 
as  well  as  in  competition  with  firms  from  other  nations.  The  Export- 
Import  Bank  provides  the  only  financial  mechanism  by  which  the 
U.S.  Government  supports  our  industry's  competitive  posture  in  the 
international  market. 

Any  uncertainty  about  the  future  of  Eximbank  encourages  our 
members  to  seek  financing  from  other  than  U.S.  sources,  and  this  di- 
verts those  potential  U.S.  exports  associated  with  U.S.  financing  to 
the  countries  providing  such  financial  support.  An  absence  of  com- 
petitive U.S.  financing  would  create  an  effective  mechanism  for  the 
export  of  jobs  which  should  be  manned  by  U.S.  workers. 

For  the  above  reasons,  the  National  Constructors  Association 
strongly  supports  the  continuance  and  strengthening  of  the  authority 
of  the  Export-Import  Bank.  We  urge  you  to  approve  the  administra- 
tion's request  for  a  5-year  extension  and  an  increase  of  lending  au- 
thority to  $40  billion. 

Up  to  this  point  our  testimony  has  stressed  the  importance  of  con- 
tinued Eximbank  financing.  We  believe,  however,  that  current  Exim- 
bank policies  are  hampered  by  certain  unreasonable  restrictions.  For 
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example,  the  requirement  that  the  Congress  review  all  loans  of 
million  or  more  presents  a  major  problem  for  our  industry.  At  any 
rate,  that  requirement  delays  action  on  specific  projects  and  exposes 
to  our  competitors  proprietary  details  of  project  financing  arrange- 
ments being  considered,  thus  giving  overseas  competitors  information 
and  valuable  time  to  counter  U.S.  initiatives.  In  contrast,  there  is  no 
way  we  can  learn  similar  details  of  their  proposals. 

Further  restrictions  which  would  prevent  financing  of  certain  types 
of  production  facilities  abroad,  or  would  impose  specific  environmental 
regulations  on  foreign  countries,  would  quite  simply  make  it  most 
difficult  for  our  members  to  participate  in  Eximbank  programs.  It  has 
long  been  the  position  of  our  association  that  attempting  to  apply  uni- 
lateral U.S.  restrictions  in  a  multilateral  market  will  result  only  in 
the  elimination  of  U.S.  contractors  from  consideration  on  foreign 
projects. 

Barriers  which  prevent  U.S.  firms  from  competing  on  equal  terms 
with  our  worldwide  competition  will  achieve  none  of  the  goals 
espoused  by  their  sponsors.  In  practice  the  results  will  be  the  continued 
loss  of  opportunities  for  U.S.  engineering-construction  firms  to  win 
contracts,  a  loss  of  jobs  for  U.S.  engineers  and  support  personnel,  a 
loss  of  market  for  U.S.  manufactured  goods  and  materials,  both  for 
original  use  and  as  replacement  parts,  and,  most  importantly,  the 
failure  of  our  industry  to  live  up  to  its  tremendous  potential  to  help 
reduce  an  already  overwhelming  balance-of -trade  deficit. 

Thank  you. 

[The  prepared  statement  of  Mr.  Wright,  on  behalf  of  the  National 
Constructors  Association,  follows :] 
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MR.  CHAIRMAN,  MEMBERS  AND  STAFF  OF  THE  COMMITTEE  ON 
BANKING,  FINANCE  AND  URBAN  AFFAIRS,  LADIES  AND  GENTLEMEN: 

A  continuing,  vigorous,  Export-Import  Bank  is  essential 
to  the  overseas  competitiveness  of  the  U.S.  engineering- 
construction  industry.   It  is  a  key  link  in  the  chain  of 
institutional  support  that  can,  if  maintained,  stimulate  the 
flow  of  U.S.  manufactured  goods  and  services  abroad  thus 
creating  jobs  at  home. 

Our  industry's  ability  to  compete  in  overseas  markets 
has  been  seriously  eroded  in  recent  years  as  legislative  and 
regulatory  actions  restrict  our  access  to  foreign  markets. 
European,  Japanese,  and  more  recently  Indian  and  South  Korean 
firms  are  displacing  U.S.  companies  in  many  of  these  markets, 
which  directly  reduces  U.S.  exports  and  U.S.  jobs  at  home 
associated  with  those  exports.   The  support  now  being 
afforded  to  our  foreign  engineering-construction  competitors 
by  their  governments  is  greater,  more  accessible,  and  better 
coordinated  than  that  available  to  U.S.  firms.   The  availability 
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of  Exixnbank  credits  and  guarantees  has  been  one  of  the  few 
positive  elements  affecting  our  ability  to  compete  in  the 
international  marketplace.   The  absence  or  further  curtailment 
of  Exim  programs  would  severely  diminish  our  revenues  and 
export  trade  at  a  time  when  our  country  is  reeling  from  a  1977 
trade  deficit  of  $27.9  billion  and  is  faced  with  a  projected 
1978  deficit  of  equal  or  greater  proportions. 

The  National  Constructors  Association  is  composed  of  48 
of  our  Nation's  largest  engineering  and  construction  firms. 
Most  of  our  work  is  in  the  design,  engineering  and  construc- 
tion of  heavy  industrial  projects.   Examples  include  oil  re- 
fineries, petrochemical  and  chemical  plants,  steel  mills,  pulp 
and  paper  mills,  ore  processing  facilities,  ports  and  harbors, 
nuclear  and  conventional  power  plants  and  hydroelectric  projects. 
These  types  of  projects  are  all  top  priority  for  developing 
nations . 

In  1976,  the  last  year  for  which  figures  are  available, 
our  industry  was  awarded  approximately  $18.6  billion  in 
foreign  contracts.   Roughly  80%  of  this  work  awarded  overseas 
to  American  engineering  and  construction  firms  was  awarded 
to  or  through  our  NCA  member  companies.  Whereas,  two  years 
ago,  U.S.  designers,  engineers  and  constructors  were  performing 
15%  of  all  international  work,  ranking  first  among  all  exporting 
countries,   our  market   share  in  1977  has  dropped  to  less 
than  10%  and  our  work  level  is  now  fourth,  being  surpassed 
by  West  Germany,  Italy  and  Japan. 
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NCA  estimates  that  a  minimum  of  50%  of  the  total  dollar 
amount  of  foreign  contracts  awarded  to  U.S.  engineering  and 
construction  firms  returns  to  the  domestic  economy  through 
purchases  of  U.  S.  manufactured  goods  and  materials  and 
salaries  for  engineering  and  administrative  personnel. 
Domestic  employment  generated  by  our  industry's  export  work, 
in  1975,  using  the  Bureau  of  Labor  Statistics  estimates  was 
at  least  400,000  jobs.   Some  estimates  run  as  high  as  800,000 
jobs  when  consideration  is  given  to  the  ripple  effect  on  the 
economy  inherent  in  our  work.   Ambassador  Robert  Strauss 
has  stated  that  "  1  out  of  every  6  domestic  manufacturing 
jobs  is  tied  to  the  export  of  U.  S.  goods  and  materials.  " 
The  drop  in  world  market  share  of  U.  S.  engineering-construction 
firms  such  as  that  over  the  last  two  years,  due  to  increasing 
international  competition,  will  result  in  a  domestic  job  loss 
of  roughly  150,000  jobs  annually.   Using  the  accepted  industry 
norm,  some  40,000  -  50,000  jobs  are  lost  with  each  $1  billion 
decrease  in  exports,  not  including  the  ripple  effect. 

Given  the  U.  S.  share  of  OECD  economic  activity  (  some 
40%  of  OECD  gross  national  product),  the  U.  S.  fair  share  of 
the  world-wide  engineering  construction  market  should  be  at 
least  40%  ($60  -  70  billion).   However,  the  actual  U.  S. 
market  share  is  only  in  the  range  of  10%  ($15  -  18  billion) . 
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Because  our  industry  operates  in  a  highly  competitive 
enviroment,  NCA  member  companies  have  a  vital  interest  in  the 
enhancement  of  U.  S.  trade  policies  and  institutions  such  as 
Eximbank  which  are  designed  to  assist  us  in  meeting  foreign 
competition. 

Our  foreign  competitors  enjoy  assistance  from  their 
governments  far  in  excess  of  that  available  to  U.  S.  companies, 
for  example: 

•  Many  governments  underwrite  the  proposal- 
making  efforts  of  their  construction  firms 
on  major  international  projects.   Such 
proposals  can  typically  cost  several  hundreds 
of  thousands  of  dollars—dollars  which  are  pure 
risk  investment.   For  example,  the  Canadian 
government  pays  50%  of  the  cost  of  any  proposal 
made  by  a  Canadian  company  which  could  result 
in  the  export  of  Canadian  goods  and  services. 

e  Japan  often  extends  significant,  long-term, 
low  interest  export  credits  to  a  foreign 
government  in  an  effort  to  encourage  the  client 
country  to  request  Japanese  proposals  on  major 
projects.   This  support  is  in  addition  to 
direct  financial  assistance  provided  during 
the  proposal  stage. 
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•  The  French  have  been  known  to  tie  arms  sales  or 
development  grants  and  assistance  to  the  award 
of  major  design-construction  contracts.   Such 
tie-ins  provide  an  overwhelming  competitive 
advantage  which  U.S.  firms  are  unable  to  counter. 

•  Another  example,  Japan,  encourages  the  early 
formation  of  a  single  bidding  entity  for  a  given 
international  project,  thereby  allying  government 
support  efforts  with  one  bidding  group. 

In  contrast  to  these  broad  and  well-orchestrated  efforts, 
U.S.  contractors  operate  in  a  climate  of  fierce  competition  among 
themselves  as  well  as  in  competition  with  firms  from  other  nations. 
The  Export-Import  Bank  provides  the  only  financial  mechanism  by 
which  the  U.S.  Government  supports  our  industry's  competitive 
posture  in  the  international  market.   Any  uncertainty  about 
the  future  of  Exim  encourages  our  members  to  seek  financing 
from  other  than  U.S.  sources.   These  restrictions  divert  those 
potential  U.S.  exports  associated  with  U.S.  financing  to  the 
countries  providing  such  financial  support.   An  absence  of 
competitive  U.S.  financing  would  create  an  effective  mechanism 
for  the  export  of  jobs  which  should  be  manned  by  U.S.  workers. 

For  the  above  reasons,  the  NCA  strongly  supports  the 
continuance  and  strengthening  of  the  authority  of  the  Export- 
Import  Bank.   We  urge  you  to  approve  the  Administration's 
request  for  a  five-year  extension  and  an  increase  of  lending 
authority  to  $40  billion. 
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Up  to  now  our  testimony  has  stressed  the  importance 
continued  Exim  financing.  We  believe,  however,  that  current 
Eximbank  policies  are  hampered  by  certain  unreasonable  re- 
strictions. For  example,  the  requirement  that  the  Congress 
review  all  loans  of  $60  million  or  more  presents  a  major  problem 
for  our  industry.  That  requirement  delays  action  on  specific 
projects  and  exposes  to  our  competitors  proprietary  details 
of  project  financing  arrangements  being  considered,  thus 
giving  overseas  competitors  information  and  valuable  time  to 
counter  U.S.  initiatives.   In  contrast,  there  is  no  way  we 
can  learn  similar  details  of  their  proposals. 

The  design,  engineering  and  construction  of  process'- type, 
production  facilities  is  the  primary  business  of  the  NCA 
members.  Further  restrictions  which  would  prevent  financing  of 
certain  types  of  production  facilities  abroad,  or  would  impose 
specific  environmental  regulations  on  foreign  countries  would 
quite  simply,  make  it  most  difficult  for  our  members  to  parti- 
cipate in  Eximbank  programs.   It  has  long  been  the  position 
of  the  NCA  that  attempting  to  apply  unilateral  U.S.  restrictions 
in  a  multilateral  market  will  result  only  in  the  elimination 
of  U.S.  contractors  from  consideration  on  foreign  projects. 

We  project  a  very  high  level  of  capital  expenditures 
over  the  balance  of  this  century  and  beyond  as 
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countries  strive  to  modernize  their  economies.   This  will  be 
true  for  those  countries  with  which  we  presently  have  a  trade 
deficit  and  will  be  particularly  true  of  those  with  vast 
unused  surpluses  of  natural  gas  now  burned  as  waste. 
Beneficial  use  of  this  wasted  natural  resource  will  ultimately 
form  the  basis  for  new  energy-intensive  industries  to  be  built 
in  proximity  to  the  new  source. 

Barriers  which  prevent  U.  S.  firms  from  competing  on 
equal  terms  with  our  world-wide  competition  will  achieve  none 
of  the  goals  espoused  by  their  sponsors.   In  practice  the 
results  will  be  the  continued  loss  of  opportunities  for 
U.  S.  engineering-construction  firms  to  win  contracts ,  a  loss 
of  jobs  for  U.  S.  engineers  and  support  personnel,  a  loss  of 
market  for  U.  S.  manufactured  goods  and  materials  both  for 
original  use  and  as  replacement  parts,  and  the  failure  of 
our  industry  to  live  up  to  its  tremendous  potential  to  help 
reduce  an  already  overwhelming  balance  of  trade  deficit. 
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Mr.  Pattison.  Thank  you,  Mr.  Wright,  and  thank  all  of  you  for 
your  testimony.  You  all  present  very  similar  points  of  view,  I  think, 
on  the  Eximback  and  its  ability  to  compete  with  foreign  financing 
sources. 

Let  me  ask  Mr.  Pierce,  using  the  case  of  Pakistan,  the  Airbus  as  an 
example,  suppose  one  of  the  reasons  you  lose  the  contract,  you  were 
unable  to  get  satisfactory  Eximbank  support — one  of  the  reasons  that 
the  Eximbank  gave  is  that  they  were  worried  about  being  repaid  by 
Pakistan :  and  in  fact,  Pakistan  was  in  the  process  of  rescheduling  the 
debts  at  the  time. 

Are  you  saying  that  Eximbank  should  match  competitors  in  a  case 
like  that,  where  repayment  is  questionable?  Or  other  cases  where 
France  might  give  away  its  Airbus  with  terms  like  4  percent  over 
15  years?  Don't  you  think  that  Eximbank  has  good  reason  to  be  leery 
of  the  repayment  abilitv  of  foreign  airline  companies  and  LDC's  who 
borrow  from  Eximbank  without  government  support?  ^ 

Mr.  Pierce.  Mr.  Chairman,  in  the  case  of  PIA,  the  airline  itself  is 
the  largest  single  foreign  exchange  earner  in  Pakistan,  and  does  all 
right  as  a  corporation. 

The  country  itself  has  had  quite  a  few  foreign  exchange  problems, 
as  you  know,  in  the  last  2  or  3  years,  but  PIA  is  a  very  viable 
operation. 

Furthermore,  that  aircraft  was  to  be  used  to  fly  Pakistani  workers 
to  the  gulf  area.  This  operation  would  not  only  have  conserved  for- 
eign exchange  by  putting  the  workers  on  their  own  airline,  but  would 
have  resulted  in  remittances  going  back  to  Pakistan. 

At  the  time  Eximbank  did  the  credit  analysis,  there  was  a  potential 
recast  by  the  Paris  club  of  the  total  Pakistani  debt.  We  asked  if 
Eximbank  could  consider  putting  the  PIA  credit  in  the  export  expan- 
sion fund,  at  that  point  in  time,  and  then  pull  it  out  later  as  a  regular 
loan.  Eximbank  elected  not  to  do  this.  PIA  signed  an  agreement  with 
Airbus  Industries  and  we  lost  the  sale. 

Once  an  aircraft  goes  into  fleet  operations,  additional  units  will  be 
sold  as  traffic  increases.  PIA  will  probably  buy  three,  four,  five,  six. 
seven,  eight  A-300's,  because  the  airline  now  has  ground  support 
equipment  and  so  forth.  It  is  now  in  their  system. 

I  must  say,  subsequent  to  that  event,  we  had  another  campaign  in 
Pakistan,  and  the  Eximbank  did  approve  it,  financing  for  a  747  200-B. 
We  are  trying  to  keep  the  A-300  system  compressed. 

We  are  not  saying  you  have  to  match  every  wild-eyed  export 
financing  scheme;  but  then  what  is  the  purpose  of  the  gentleman's 
agreement?  We  are  trying  to  make  the  point,  the  A-300  is  a  good 
plane. 

The  gentleman  testifying  here  last  Wednesday  used  words  like 
"virtual  monopoly"  and  "near  monopoly"  to  describe  the  market  of 
U.S.  manufacturers.  You  have  to  tell  that  to  the  machinist  union,  be- 
cause thev  are  not  going  to  see  the  jobs  in  Europe  resulting  from  all 
those  A-300  sales. 

I  think  Mr.  Winpisinger,  president  of  the  union,  would  have  some 
comment  about  that  monopoly  remark. 

If  we  cannot  get  some  kind  of  rational  control  under  the  "gentle- 
man's agreement,"  then  I  guess  what  I  am  saying  is  that  you  have  to 
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match  the  Europeans  head  on  once  or  twice.  That  should  stop  the  ball 
game.  I  believe  it  will. 

Mr.  Pattison.  Let  me  pursue  that  idea  with  you,  because  that  has 
come  up  before.  The  notion  that  we  should  announce,  (a)  that  we 
want  to  improve  the  gentleman's  agreement;  and  that,  (6)  should  the 
gentleman's  agreement  be  violated,  we  stand  ready  to  match  whatever 
wild-eyed  schemes — we  are  not  going  to  be  beaten  on  that  basis,  on 
the  theory  that  that  kind  of  announcement  would  put  an  end  to  devia- 
tions from  the  gentleman's  agreement. 

Do  you  buy  that  as  a  policy  ?  Do  you  think  that  is  a  good  policy  ? 

Mr.  Pierce.  I  think  they  will  ultimately  back  down,  but  what  you 
are  asking  is  how  long  can  we  play  that  ball  game. 

Mr.  Pattison.  We  should  be  able  to  play  it  all  along  as  anybody. 

Mr.  Pierce.  One  other  problem  is  that  aircraft  are  not  technically 
in  the  gentlemen's  agreement.  We  have  no  objection  to  a  gentlemen's 
agreement,  as  long  as  the  ball  game  is  played  equally  by  everybody. 

On  one  recent  deal,  our  competitor,  Airbus  Industries,  didn't  even 
go*. through  the  export-financing  agencies.  They  used  the  MOF  in 
Germany,  and  some  banks  in  Europe,  to  put  a  lease  transaction  to- 
gether. A  "gentlemen's  agreement"  has  to  cover  the  whole  scope — tie 
everyone's  hands  equally.  In  other  words,  a  gentlemen's  agreement 
can't  be  limited  to  the  export  financing  agencies  only. 

Mr.  Pattison.  Let  me  point  out,  if  I  could  for  the  record,  several 
things.  No.  1,  in  Mr.  Christiansen's  testimony,  a  great  deal  of  time  was 
devoted  to  the  other  policies  of  the  Government  relative  to  nuclear 
nonprolif  eration  and  things  of  that  nature ;  and  although  that  is  very 
interesting,  we  just  don't  have  any  jurisdiction  over  that  in  this  par- 
ticular subcommittee,  and  no  doubt  it  does  have  an  effect. 

I  also  think  that  for  the  record  it  should  be  pointed  out  that  as  to 
the  possibility  of  congressional  veto  over  both  nuclear  proposals,  ex- 
ports and  proposals  over  $60  million,  as  to  the  nuclear  proposals,  we 
have  never  rejected  one  of  those,  although  there  is  some  question  right 
now  in  the  Senate  for  extraneous  reasons,  and  I  think  that  is  unfor- 
tunate; and  as  to  the  approvals  for  the  over  $60  million  purchases,  for 
financing,  the  Eximbank  sends  to  us  only  a  bare-bones  description  of 
the  proposal,  not  as  detailed,  so  that  those  details  would  be  spread 
around  the  world  to  your  competitors. 

And  the  time  limit  is  coterminate  with  the  regular  time  limit  of  the 
Eximbank  process  anyway,  so  it  theoretically  does  not  add  any  time 
to  the  tail  end  of  the  process. 

But  I  assure  you  that  we  do  not  have  the  details  of  your  proposal, 
so  that  your  competitors  can  have  a  spy  on  the  congressional  staff 
somewhere  and  find  those  out. 

That  is  just  a  matter  of  record.  I  want  to  make  sure  that  people 
understand  that.  My  time,  I  think,  has  expired. 

Congresswoman  Fen  wick? 

Mrs.  Fenwick.  One  of  the  questions  I  wanted  to  ask  is  precisely 
that.  Is  not  congressional  review  going  on  during  the  completion  of 
the  contract?  Why  should  it  incur  this  tremendous  delay?  Is  the 
review  only  done  after  the  whole  contract  has  been  complete?  Because 
a  great  many  of  the  congressional  objections  might  come  from  a 
question  as  to  which  country  is  involved  and  what  the  loan  is  for,  and 
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it  would  seem  perfectly  appropriate  that  as  soon  as  the  proposals  were 
even  hinted  to  Eximbank,  or  before  the  contract  is  completed,  that 
process  of  congressional  review  could  start.  Any  objection  would 
probably  be  made  on  some  country-by-country  basis  for  reasons  which, 
as  you  know,  the  Congress  is  very  sensitive  to. 

But  I  would  like  to  ask  any  one  of  you — you  speak  of  DISC  and 
the  deferred  tax  treatment.  Do  you  discuss  these  with  the  unions  that 
are  involved  in  your  various  companies?  Have  you  been  able  to  enlist 
their  support  ?  Have  you  made  it  clear  to  them  how  many  jobs  depend 
on  export  ?  What  is  their  attitude,  and  what  is  your  attitude  in  this 
regard  ?  Because  I  can  assure  you  that  it  would  make  a  big  difference 
in  the  kind  of  help  that  you  are  looking  for  from  Congress. 

Mr.  Christiaxsex.  We  have,  frankly,  worked  very  hard  at  making 
the  unions  understand  the  importance  of  exports,  and  in  fact  we  pub- 
lish to  them,  so  that  they  know  in  specific  locations,  the  number  of 
jobs  which  are  related  to  exports  as  far  as  the  union  is  concerned,  and 
we  also  give  this  same  information  to  the  Congressmen  representing  us 
in  those  areas. 

We  have  had  specific  union  leaders  in  specific  areas  go  directly  to 
their  Congressmen  and  tell  them  that  they  support  things  like  DISC, 
which  has  been  very  helpful. 

The  problem,  of  course,  is  to  be  able  to  do  this  on  a  massive  basis. 
We  work  very  hard  at  it  individually,  and  I  think  the  thing  that  we 
need  to  do  more,  and  I  think  the  impression  that  we  need  to  make 
more,  is  on  other  firms,  and  particularly  the  smaller  firms  in  the  United 
States,  to  relate  to  their  union  people  and  to  their  Congressmen  what 
exports  are  really  doing  to  the  United  States. 

Mrs.  Fenwick.  I  am  struck  with  something.  I  am  most  interested 
in  this  whole  export  thing.  What  has  happened  in  a  simple  thing  like 
CB  radios,  where  we  had  100  percent  of  the  market  5  years  ago,  and 
now  we  have  5  percent?  Apparently  in  Japan  people  don't  use  CB 
radios.  I  am  wondering  if  G.E.  shouldn't  go  into  those  countries  and 
study  a  wok  and  design  an  electric  wok — maybe  we  don't  use  them 
here.  But 

Mr.  Christiaxsex.  An  example  of  something  happening  now,  we 
have  this  Japanese  purchase  delegation  here  in  the  United  States  and 
we  have  met  with  them  over  the  last  week  or  so  on  about  three  or  four 
occasions,  and  one  of  the  things  that  we  are  doing  as  a  company  as  a 
result  of  this  is  actually  developing  a  strategic  plan  on  how  we  can  take 
advantage  of  that. 

One  of  the  things  they  offered  which  we  will  take  advantage  of  is 
the  ability  to  exhibit  U.S.  products,  our  products,  in  their  department 
stores. 

Mrs.  Fenwick.  Could  I  suggest  something  to  you?  Send  some  bright 
people  over  to  study  what  they  do.  When  she  goes  into  a  supermarket, 
what  does  the  Japanese  housewife  pick  up?  When  they  go  into  an 
appliance  store,  what  do  they  look  for?  This  is  what  Japanese  are 
doing  here.  We  had  a  most  interesting  thing  happen  in  Arkansas. 

There  were  two  companies  making  some  kind  of  electrical  product. 
One  of  them  floundered  and  closed  down.  The  other  was  snipping 
when  the  Japanese  moved  in  and  bought  it.  Six  Japanese  families 
moved  into  the  area,  and  they  are  running  the  industry  with  American 
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submanagers.  With  the  same  unions,  the  same  workers,  the  same 
American  submanagers,  production  zoomed.  They  have  had  to  hire 
extra  workers. 

In  other  words,  I  would  hope  we  could  come  to  a  point  where  man- 
agement would  not  send  information  to  unions,  but  sit  down  with  them, 
take  them  out  to  one  of  those  wonderful  business  lunches  we  are  hear- 
ing so  much  about. 

Mr.  Pattison.  Three  martinis. 

Mrs.  Fenwick.  Yes.  Because  everybody  speaks  of  this,  everybody 
who  has  been  in  Japan  and  has  seen  these  aggressively  exporting  com- 
panies— they  take  the  time  and  effort  to  study  the  psychology  of  the 
market  they  wish  to  invade,  and  labor  and  management  and  the  gov- 
ernment work  together. 

Those  countries  that  have  value-added  tax  can  eliminate  it  for  export 
goods.  There  is  a  tremendous  advantage  in  that  for  foreign  exporters. 
Eximbank  has  nothing  similar  to  give  you,  but  we  must  match  where 
we  can  match.  We  have  not  developed  enough  aggressive  get-together. 

Mr.  Christiansen.  Let  me  give  you  an  example  of  something  we 
are  doing.  You  look  at  Japan  as  being  essentially  a  closed  market.  For 
capital  goods  it  is  partially  closed,  but  in  any  technology  exchange 
agreement  we  have  with  Japan,  like  in  nuclear  plants  and  in  turbines, 
we  demand  that  we  get  the  first  two  turbines,  minimum. 

In  other  words,  from  the  United  States,  completely  exported  into 
Japan  and  from  that  point  we  work  with  them,  supplying  com- 
ponents and  so  forth  while  their  industry  is  gearing  itself  up  in  the 
sense  of  manufacturing  the  same  product. 

Another  area  that  we  have  worked  on  in  Japan  is,  we  have  put  in 
place  what  we  call  a  third  country  sales  operation  in  Japan,  in  which 
we  are  working  with  Japanese  trading  companies,  where  we  are  bid- 
ding U.S.  equipment  into  third  countries. 

We  have  been  recently  successful  in  Brazil,  and  also  in  Iran  on  gas 
turbines 

Mrs.  Fenwick.  I  have  one  more  thing.  I  am  afraid  my  time  will 
expire. 

How  would  you  feel  about  a  new  tax  deferral  system  which  allowed 
you  to  pay  the  taxes  only  when  you  repatriate  the  money,  provided 
that  what  you  buy  with  that  money  is  American  made. 

In  other  words,  if  you  are  going  to  enlarge,  that  you  buy  American 
equipment,  with  that  money. 

Mr.  Christiansen.  One  of  the  things  we  set  in  place  using  DISC 
money  was  what  we  call  market  development.  In  Nigeria  we  started 
4  years  ago  and  have  invested  between  $300,000  and  $400,000  per  year 
in  Nigeria.  It  took  until  this  last  year,  1977,  to  get  anything  out  of 
that  now,  but  in  the  last  year,  we  got  over  $50  million  worth  of  orders 
in  Nigeria. 

The  money  that  went  into  that  was  the  money  that  we  used  from  our 
DISC  deferral  funds.  We  call  it  market  development  funds.  It  has 
been  extremely  successful. 

The  other  portion  of  DISC  which  is  very  effective  for  us,  is  balanc- 
ing the  long  receivables,  which  are  associated  with  foreign  types  of 
orders.  They  run  two  to  three  times  as  long  as  our  normal  home  orders, 
and  to  give  us  the  advantage  of  being  able  to  finance  these,  we  use 
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DISC  funds  in  our  DISC  corporation  to  finance  that,  so  that  we  are 
trying  to  tie  in,  in  other  words,  everything  we  do  with  DISC  is  in- 
tended and  oriented  at  getting  additional  export  business  and  building. 

Mrs.  Fenwick.  I  know  my  time  is  running  out,  but  please  get  to- 
gether with  your  unions  and  get  them  t9  write  us  or  you  write  us  and 
tell  us  what  you  are  doing  with  them  anxl  what  they  approve  of,  what 
they  will  back  up  and  so  on. 

It  is  a  very  important  element,  because  we  must  train  Congress  and 
everybody  else  to  accept  the  fact  that  we  must  work  together  in  this 
export  business.  Congress,  labor  and  management  must  get  together 
and  do  something  about  export. 

Thank  you. 

Mr.  Wright.  Mr.  Chairman,  may  I  make  some  comments  on  Mrs. 
Fen  wick's  question  about  union  support  ? 

Mr.  Pattisox.  Certainly. 

Mr.  Wright.  Our  industry  is  heavily  labor  intensive.  We  deal  pri- 
marily with  the  building  construction  trades  in  our  business.  We  have 
two  significant  legislative  matters  that  affect  our  capability  to  partici- 
pate in  the  foreign  market. 

There  is  this  question,  of  course. 

The  other  is  the  tax  treatment  of  Americans  working  abroad,  sec- 
tion 911  which  is  now  under  consideration. 

I  believe  it  is  fair  to  say  that  the  unions  which  we  deal  under- 
stand that  participation,  effective  participation  by  American  com- 
panies in  the  international  market,  on  the  basis  of  American  financ- 
ing and  participation  does  actually  represent  the  import  of  jobs. 
Not  the  export  of  jobs. 

From  this  standpoint,  they  do  not  object  to  our  stand  on  section 
911,  and  in  fact,  there  have  been  some  indications  that  they  support  us, 
and  I  believe  it  is  fair  to  say  they  would  have  the  same  position  here, 
although  I  have  no 

Mrs.  Fenwick.  Get  it  moving  forward  so  we  can  all  work  together. 

Mr.  Pattisox.  The  gentleman  from  Iowa,  Mr.  Leach. 

Mr.  Leach.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  Mr.  Pierce  has  referred  to  the  recent  decision  by 
Eastern  Airlines  to  go  forward  with  the  acquisition  of  23  A-300B 
widebody  planes  produced  by  Airbus  Industrie,  a  consortium  of  firms 
of  five  European  nations. 

Earlier  this  week  in  testifying  in  support  of  expanded  lending  au- 
thority for  the  Export-Import  liank  we  heard  of  our  growing  trade 
deficit  and  the  aggressive  manner  in  which  foreign  governments- sup- 
port and  subsidize  their  exports. 

Unless  am  mistaken,  the  Eastern  Airlines  purchase  of  23  French- 
German  widel>ody  airplanes  would  be  close  to  a  $500  million  order1 — 
the  largest  order  of  foreign-built  aircraft  ever  and  perhaps  the  largest 
single  import  order  in  our  Nation's  commercial  history. 

However,  according  to  the  news  accounts,  Eastern  Airlines  officials 
refuse  to  disclose  the  purchase  price  and  the  foreign  government  fi- 
nancing associated  with  this  deal.  In  this  regard,  Mr.  Pierce  noted  that 
Eastern  Airlines  was  able  to  negotiate  a  no-cost  lease  for  6  months  for 
these  aircraft.  Furthermore,  he  noted  that  Airbus  Industrie  agreed 
to  pay  all  legal  fees,  U.S.  tariffs,  FAA  certification  charges,  and  main- 
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tenance  and  repair  costs  associated  with  introducing  the  aircraft  to 
Eastern's  fleet. 

In  view  of  the  fact  that  our  committee's  deliberations  on  the  Export- 
Import  Bank  will  be  influenced  by  the  strength  of  the  claims  that  our 
exports  are  being  adversely  affected  by  huge  foreign  government  ex- 
port subsidies,  I  think  we  should  call  before  us  witnesses  from  Eastern 
Airlines,  their  lending  banks  and  their  investment  bankers — by  the 
way,  their  investment  banker  is  Lazard  Freres,  and  a  member  of  the 
Eastern  Board  and  senior  partner  of  Lazard  is  Mr.  Felix  Rohatyn,  a 
gentleman  well  known  to  this  committee. 

Perhaps  Eastern  Airlines  and  their  bankers  can  enlighten  us  on  the 
full  extent  of  foreign  government  subsidy  on  this  airplane  order — a 
subsidy  that  has  been  variously  estimated  at  from  $5  to  $10  million 
dollars  per  aircraft. 

By  carefully  examining  all  the  ramifications  of  this  recordbreaking 
import,  perhaps  we  can  better  evaluate  the  need  for  further  Export- 
Import  Bank  authority. 

Finally,  I  would  like  to  comment  on  a  statement  of  Mr.  Christiansen. 
Mr.  Christiansen  argued  in  his  testimony  that  the  only  way  to  mod- 
erate financing  policy  rivalries  is  for  the  United  States  to  be  as 
aggressive  in  offering  terms  as  its  competitors.  I  wonder  if  there  aren't 
other  alternatives.  And  in  this  regard,  I  would  call  on  this  adminis- 
tration to  enter  into  negotiations  with  the  premier  exporting  countries 
of  the  world  to  end  this  devastating  process  of  providing  predatory 
competitive  financing  terms  for  their  export  industries.  We  could  be 
seeing  the  emergence  of  trade  warfare  that  has  nothing  to  do  with 
economic  competition,  but  rather  with  the  will  of  individual  govern- 
ments to  establish  reverse  trade  barriers.  It  seems  to  me  that  the 
establishment  of  unfair  trade  incentives  can  be  as  potentially  danger- 
ous as  the  establishment  of  trade  barriers,  and  predatory  financing 
agreements  may  be  the  cutting  edge  of  trade  warfare  in  today's  world. 

Mr.  Pierce  and  Mr.  Christiansen,  I  would  like  you  both  to  comment 
on  this  situation. 

First,  Mr.  Pierce. 

Mr.  Pierce.  Eastern  Airlines  is  a  very  valued  customer  to  the  Boe- 
ing Co.  We  have  nothing  but  admiration  for  the  way  Colonel  Borman 
has  been  able  to  cut  a  fine  deal  on  the  Airbus.  Colonel  Borman,  of 
course,  reports  to  his  board  and  the  shareholders. 

We  have  said  all  along,  we  would  like  to  meet  all  competitors 
in  the  marketplace  on  technical  and  fair  commercial  considerations. 
When  it  comes  to  added  incentives  which  we  cannot  match — then  we 
object.  Many  of  these  incentives  cannot  be  proven.  For  example,  where 
the  Ministries  of  State  assist  the  Ministries  of  Trade  in  the  develop- 
ment of  a  sale  program  in  a  foreign  country.  I  guess  it  gets  down  to 
private  enterprise  versus  government-owned  operations. 

Mr.  Leach.  Would  you  prefer  a  system  where  Eximbank  would 
compete  with  the  financing  terms  of  these  other  countries,  or  a  system 
where  other  countries  could  not  use  unfair  financing  terms? 

Mr.  Pierce.  If  we  could  eliminate  predatory  practices  of  export 
financing,  if  we  could  get  reasonable  ground  rules  of  export  financing 
where  everybody  is  bound  by  the  same  rules,  then  we  can  compete.  It 
is  that  easy. 

If  we  then  lose  a  sale,  there  are  people  back  in  Seattle  who  would 
have  to  answer.  That  would  be  our  problem. 
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Mr.  Leach.  Mr.  Christiansen,  would  you  comment  on  that? 

Mr.  Christiansen.  Yes ;  we  have  had  many  discussions  with  Exim- 
bank,  and  very  frankly,  I  feel  that  the  new  aggressive  policy  in  the 
Bank  has  helped  a  great  deal.  The  Bank,  as  you  know,  has  been 
working  rather  aggressively  in  trying  to  get  an  understanding,  com- 
monly known  as  a  gentleman's  agreement,  which  I  feel  has  had  some 
success. 

It  has  enabled  the  Bank  to  challenge  other  countries.  I  am  not  sure 
that  the  answers  come  back  completely  truthfully,  but  I  feel  that  there 
is  certainly  a  sense  of  obligation  and  support  in  the  Bank  today,  in 
this  area  of  noncompetitive  financing. 

Now,  any  additional  help  which,  through  Government  or  adminis- 
trative resources,  could  help  leverage  this  with  foreign  countries, 
would,  I  am  sure,  not  only  be  felt  and  appreciated  by  ourselves,  the 
exporting  companies,  but  I  think  also  probably  by  the  Bank. 

Mr.  Leach.  We  received  testimony  2  days  ago  from  United  Tech- 
nologies, indicating  that  they  lost  a  sale  to  Malaysia,  even  though  their 
product  was  ranked  first  in  quality  and  first  in  price,  but  because  the 
Japanese  Government  agreed  to  20-year  credit  terms  at  4  percent, 
which,  I  think,  could  be  defined  as  a  predatory  financing  arrangement. 

From  your  experience,  would  you  say  that  financing  arrangements 
have  become  more  predatory,  say  in  the  last  few  years  than  say  10  or 
15  years  ago,  and  does  it  seem  like  this  trend  is  accelerating? 

Mr.  Christiansen.  Yes.  No  question  about  it.  As  the  economies  of 
Europe  and  Japan  started  going  down  in  1975,  these  countries 
liberalized  their  approaches  as  far  as  supporting  their  exports. 

Historically,  there  always  has  been  a  stronger  support  on  the  part 
of  the  exporting  nations,  the  ones  that  have  technology,  leadership, 
and  development.  In  our  own  industry,  I  think  that  many  U.S.  com- 
panies were  not  as  aggressive  as  foreign  companies,  such  as  those  in 
Germany  have  been  in  the  past,  for  example. 

This  is  what  we  are  changing  in  our  own  basic  philosophy. 

Our  strategic  plans  at  the  present  time  are  strongly  focused  over- 
seas. In  fact,  not  including  our  Utah  organization,  about  35  percent  of 
G.E.  total  revenue  and  profitability  will  come  from  activities  asso- 
ciated with  some  of  our  affiliates  overseas.  So  there  is  no  question 
about  tho  thrust  in  this  area. 

Now,  the  thing  that  is  happening,  and  you  have  to  understand  coun- 
tries like  Japan,  they  will  combine  a  normal  financing  arrangement 
with  a  country  commitment,  what  we  call  mixed  financing. 

This  is  what  happened  in  the  Malaysia  situation  as  I  understand  it. 
They  combined  both,  at  even  no  interest  or  2-percent  interest,  using 
their  equivalent  of  the  type  of  AID  programs  which  we  have  done  a 
little  bit  of  in  the  past. 

And  when  you  run  into  that  kind  of  financing,  that  is  tough.  That 
is  something  that  Eximbank  in  no  way  can  be  competitive  with.  We 
don't  expect  them  to  be  competitive  with  it.  I  think  this  is  more  in  the 
area  that  perhaps  the  right  kind  of  diplomatic  relationships  might  be 
able  to  counteract. 

Mr.  Leach.  Thank  you  very  much. 

Mr.  Pattf  .,x.  Let  me  thank  the  gentleman  for  the  excellent  sug- 
gestion that  we  bring  Eastern  Airlines  in,  and  certainly  take  that  up 
and  consider  that.  I  think  that  is  a  very  good  suggestion. 
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Relative  to  that,  Mr.  Pierce,  on  the  question  of  competitiveness,  if 
we  assume  that  Eximbank  could  have  matched  the  terms  that  France 
offered,  is  there  any  hard  evidence  that  you  have  that  Eastern  still 
would  not  have  preferred  the  Airbus,  based  upon  performance,  quality, 
warranties,  and  other  competitive  factors  ? 

Mr.  Pierce.  I  would  have  to  say,  when  you  look  at  Eastern's  total 
fleet  plan,  there  is  certainly  much  to  be  said  for  the  A-300.  A  couple 
of  days  ago,  Colonel  Borman  said  it  is  an  operationally  superb  aircraft. 
The  A-300  can  stand  on  its  own  feet. 

We  are  not  paranoid,  but  we  do  feel  the  A-300  is  a  good  product.  We 
also  think  that  U.S.  manufacturers  and  the  A-300  can  do  OK  as  long 
as  we  all  play  the  same  ball  game  in  terms  of  export  financing. 

As  far  as  Eastern  Airlines  is  concerned,  they  looked  at  the  A-300 
very  closely.  As  a  matter  of  fact,  and  I  can't  be  sure  of  my  source  here, 
I  have  heard  that  Allegheny  Airlines  has  said  that  if  Eastern  bought 
the  A-300,  they  would  seriously  have  to  consider  doing  the  same. 

Last  year,  you  know,  Western  Airlines  looked  at  the  A-300  and  it 
cleared  their  technical  committee  evaluation.  In  fact,  Mr.  Renda,  the 
president  of  Western  Airlines,  said  it  was  an  excellent  airplane. 

We  see  more  sales  campaigns  coming  along.  I  have  a  telex  this  morn- 
ing from  Seattle  that  El  Al  possibly  will  be  purchasing  A-300's.  There 
is  a  tight  campaign  there.  We  respect  the  A-300. 

Mr.  Pattisox.  So  at  this  point,  we  can't  say  for  sure  whether  or  not 
the  financing  terms  were  critical,  or  the  quality  of  the  plan,  or  other 
judgment  is  also  made  a  part  in  it. 

Mr.  Pierce.  I  am  sure  the  other  factors  did  play  a  part. 

Mr.  Pattisox.  Mr.  Christiansen,  you  said,  quoting.  "Exchange  rates 
don't  alone  solve  the  U.S.  trade  balance  problem."  That  certainly  is 
true.  But,  of  course,  I  suppose  you  would  agree  that  neither  will  neces- 
sarily increased  Eximbank  financing  solve  the  problem. 

Hasn't  the  decline  in  the  value  of  the  dollar  at  least  had  a  significant 
aid,  hasn't  it  been  of  significant  assistance  to  American  exporters  and 
lessened  the  dependence  on  competitive  financing? 

Mr.  Christiaxsex.  No  question  about  the  fact  that  as  the  dollar 
goes  down,  the  opportunity  to  sell  in  some  market  areas  becomes  bet- 
ter, but  I  think  we  have  to  take  a  look  at  specific  situations.  If  we  look 
at  capital  goods,  which  is  what  we  are  primarily  dealing  with,  and  the 
countries  we  are  dealing  with,  like  in  West  Germany,  that  is  essentially 
a  closed  market  for  capital  goods,  so  what  you  are  really  doing  is  fac- 
ing your  competition — the  Germans,  French  and  so  on — outside  of 
their  own  country. 

In  the  use  of  subsidization  approaches,  or  what  I  call  their  social 
pricing,  I  think  the  Japanese  are  probably  the  most  aggressive  in  this 
area.  They  will  bid  prices  which  in  no  way  directly  relate  to  the  cost 
structure  of  the  manufacturing  of  the  equipment. 

In  other  words,  they  are  pricing  to  keep  people  working.  And  so 
floating  exchange  rates,  as  you  move  outside  of  the  country  itself — in 
other  words,  outside  Japan  and  Germany  and  France — really  have  very 
little  significance. 

Mr.  Pattisox.  As  Mr.  Leach  points  out,  that  is  sort  of  reverse  pro- 
tectionism. It  then  leads  to  true  protectionism  all  over  the  world. 

Mr.  Christiaxsex.  We  had  a  recent  situation  in  Germany  where 
one  of  the  utilities  asked  us  the  bid  on  a  rather  large  steam  turbine. 
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From  our  Schenectady  operation,  we  reluctantly  looked  at  this,  be- 
cause our  experience  in  the  past  had  been  that  it  was  relatively  closed. 

They  assured  us  they  would  give  us  good  consideration,  and  we  bid 
our  price  which  was  the  normal  U.S.  pricing  approach  to  turbines. 
We  were  more  than  competitive  against  the  German  competitors. 

But  we  were  told  very  nicely  in  the  last  minute :  We  are  sorry,  but 
we  cannot  give  you  the  order.  We  are  going  to  have  to  give  it  to  a 
German  company. 

The  leverage  of  government  is  there,  very  frankly  and  very  im- 
portantly;  yet  at  the  same  time,  our  Government  dpesn't  seem  to  have 
any  particular  restrictions  on  bringing  foreign  equipment  into  the 
the  United  States. 

Our  Government  agencies 

Mr.  Pattison.  Nor  I  take  it  are  you  suggesting 

Mr.  Christiansen.  The  policy  of  our  company  is  free  trade. 

In  other  words,  what  we  are  asking  for  is  the  opportunity  to  com- 
pete on  a  technology  and  cost  basis  in  the  world.  If  we  can  compete  in 
that  sense,  very  frankly  I  think  that  we  can  meet  anyone  head  on  right 
now. 

Mr.  Pierce.  If  I  can  comment  just  a  minute  on  jets.  No  one  buys  a 
747  because  it  is  5  or  10  percent  cheaper.  It's  not  the  initial  price,  but 
the  cost  of  operating  the  aircraft  that  is  most  important. 

An  aircraft  on  the  ground  costs  about  $2,000  to  $2,500  a  day,  includ- 
ing insurance  and  all  of  that,  just  to  keep  it  parked.  If  you  had  a  10- 
percent  devaluation  of  the  dollar,  it  would  equate  to  about  a  1-percent 
difference  in  direct  operating  cost. 

Finally,  if  somebody  buys  jets  here,  they  usually  finance  them  in 
dollars  as  well,  so  it  is  the  future  value  of  the  dollar,  not  today's  ex- 
change rate  that  is  important.  What  I  am  saying,  is  that  there  is  not 
much  price  elasticity.  The  fluctuating  dollar  has  not  been  of  any 
noticeable  assistance  to  the  Boeing  Co. 

Mr.  Pattison.  If  that  is  true,  if  price  is  really  not  that  big  a  factor, 
what  you  are  saying,  I  guess,  is  quality,  performance,  efficiency,  those 
are  the  big  factors.  If  that  is  true,  then  why  is  financing  that  big  a 
factor?  Isn't  that  the  same  ? 

Mr.  Pierce.  It  is  like  the  guy  that  wants  to  buy  a  house.  You  want 
it  on  a  20-  or  30-year  mortgage.  The  banker  comes  back  and  says,  you 
can  only  swing  it  on  10  years.  One,  you  are  going  to  have  a  smaller 
house.  Two,  you  have  to  cut  down  the  optimized  investment  package, 
just  to  service  the  debt. 

The  useful  life  of  a  commercial  jet  is  15  to  20  years.  You  match  that 
cash  flow  against  the  amortization  of  the  debt.  This  is  where  the 
foreign  carriers  are  at  a  disadvantage  compared  to  U.S.  carriers.  U.S. 
carriers  can  tap  a  series  of  long-term  money  markets  debentures, 
private  placement,  pension  funds,  insurance  companies,  and  so  forth. 
The  financing  can  be  matched  to  the  useful  life  of  the  asset. 

Mr.  Pattison.  My  time  has  expired. 

Mrs.  Fen  wick,  do  you  have  anything? 

Mrs.  Fexwick.  Yes. 

I  was  looking  at  the  remarks  about  the  Dassault  report,  that  600- 
page  study  of  the  various  subsidies,  of  the  French  Government.  It 
took  some  600  pages  just  to  list  them.  I  wondered  what  specifically 
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you  were  referring  to,  Mr.  Christiansen  when  you  said  "government 
leverage."  Is  this  the  kind  of  leverage  the  report  was  talking  about? 
Is  that  what  they  were  bringing  to  bear  or  were  there  other  kinds  of 
government  leverage  ? 

Mr.  Christiansen.  In  the  sense  of  government  leverage  that  we  face 
throughout  the  world,  there  are  two  types,  of  course.  One  is  the  basic 
government  agreement  with  another  government  which  allows  a  direct 
open  credit  kind  of  a  situation.  France  has  been  doing  this  quite  ef- 
fectively with  Iran.  Germany  has  done  it  in  Brazil,  and  so  forth.  Which 
makes  it  very  difficult.  That  is  one  type  of  leverage. 

The  other  thing  which  we  are  working  on  very  hard  with  the  State 
Department  right  now  is  the  fact  that  other  governments  use  their 
diplomatic  corps  as  a  very  effective  sales  tool.  I  happened  to  be  in 
Korea  just  recently  and  France  had  a  very  high  official  in  Korea  talk- 
ing specifically  about  France  and  nuclear.  I  recognize  that  it  is  more 
difficult  for  the  United  States,  because  we  tend  to  have  more  basic 
competition  between  companies,  and  therefore  we  don't  have  that 
monopolistic  kind  of  an  equation  that  you  do  have  in  other  countries. 

In  the  nuclear  business  there  is  really  one  firm  in  Germany  and  one 
firm  in  France  which  the  government  has  dictated  will  be  the  nuclear 
industry.  The  United  States  can't  do  that  in  the  sense  of  direct  assist- 
ance. This  is  the  other  type  of  foreign  leverage  that  I  was  referring 
to. 

Mrs.  Fenwick.  I  am  surprised  none  of  you  has  taken  up  our  chair- 
man's suggestion  that  it  might  be  very  salutary  to  proclaim  that  we 
are  interested  in  free  trade,  that  we  believe  in  it,  that  we  hope  gentle- 
man's agreements  will  stand  up  in  the  competition  of  free  trade,  but 
also  to  make  it  clear  that  if  these  agreements  are  made,  and  are  not 
honored,  we  are  certainly  prepared  in  this  country  to  match  anything 
they  can  do.  I  really  think  the  time  is  going  to  come  when  this  is  going 
to  have  to  be  our  attitude. 

We  want  everything  to  be  open  and  aboveboard  and  on  the  table, 
but  if  they  are  going  to  be  doing  things  under  the  table,  they  are  going 
to  find  that  we  have  means  of  meeting  what  they  are  doing. 

Now,  we  may  have  to  be  open  because  we  have  that  kind  of  govern- 
ment, and  sunshine  laws,  but  I  think  we  ought  somehow  to  indicate 
that  we  are  not  going  to  be  the  only  grownups  in  the  world.  Somehow 
that  is  the  position  we  are  being  forced  into ;  everybody  else  can  behave 
badly  but  we  have  to  try  to  continue  to  behave  well.  I  think  we  always 
want  to  behave  well  but  I  think  the  terms  ought  to  be,  that  we  behave 
well  when  we  have  a  gentleman's  agreement  that  is  honored  by 
everyone. 

When  we  have  a  fight,  we  have  a  fight,  and  I  think  we 

Mr.  Christiansen.  God  bless  you. 

Mrs.  Fenwick.  You  didn't  seem  as  enthusiastic  as  I  was  when  the 
chairman  brought  this  idea  forth. 

Mr.  Christiansen.  You  tend  in  a  hearing  of  this  type  to  really  look 
more  at  the  things  which  are  restricting  you,  than  really  suggesting 
the  things  that  you  would  like  to  see  overall.  But  in  the  sense  of  Gen- 
eral Electric  corporate  policy  and  the  things  that  Mr.  Jones  has  talked 
on  the  Hill  about,  we  absolutely  support  free  trade.  The  only  way 
really  that  the  United  States  can  be  competitive  and  get  our  share 
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of  the  world  market  is  through  complete  free  trade  but  we  are,  as  I 
think  you  indicated,  being  held  back  by  many  types  of  foreign  legisla- 
tion. This  is  what  I  was  trying  to  refer  to  in  my  statement,  in  saying 
foreign  competitors  had  governmental  help  that  goes  beyond  the 
Eximbank. 

The  Eximbank  by  itself  cannot  solve  the  U.S.  trade  deficit.  But  I 
think  that  it  is  a  very  important  part  which  has  to  stay  on  top  of  the 
equation  constantly.  Then  there  are  lots  of  other  things  which  I  think 
Congress  and  the  administration  and  our  State  Department  really 
need  to  be  involved  in.  We  need  to  be  treated  equally. 

Mrs.  Fexwick.  But,  I  want  to  reiterate,  we  must  have  government 
cooperation  but  we  also  need  to  have  labor  closely  involved  with  you 
in  making  these  constructive  suggestions  and  in  supporting  the  kinds 
of  things  that  are  needed.  If  you  don't,  we  won't  get  them.  It  is  as 
simple  as  that. 

Mr.  Pattisox.  It  is  refreshing  to  hear  somebody  still  willing  to  ad- 
mit that  they  favor  free  trade.  It  is  getting  to  be  an  increasing  minor- 
ity in  the  world,  so  I  congratulate  you  for  at  least  being  able  to  say  it. 

Do  you  have  further  questions,  Mr.  Leach? 

Mr.  Leach.  I  would  like  to  request  unanimous  consent  to  place  three 
newspaper  articles  in  the  record,  one  from  the  Washington  Post  and 
the  other  two  from  the  Wall  Street  Journal,  relating  to  Airbus  sales. 

Mr.  Pattison.  Without  objection,  so  ordered. 

[The  newspaper  articles  referred  to  by  Congressman  Leach  follow :] 
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WASHINGTON  POST  -  MARCH  16,  1978 


Tentative  Airbus  Deal 
Set  by  Eastern  Airlines 


By  Carole  Shifrin 

WMblMtoo  Port  SUM  Writer 

Eastern  Airlines  has  tentatively  de- 
cided to  go  forward  with  the  acquisi- 
tion of  23  A300B  twin-engine-  wide- 
body  planes  produced  by  Airbus  In- 
dustrie, a  consortium  of  firms  of  five 
European  nations. 

The  proposed  acquisition,  to  be 
presented  to  Eastern's  board  of  direc-  ' 
tors  and  major  lenders  over  the  next 
three  weeks,  would  mark  the  first  ma-  * 
jor  purchase  of  the  European  plane 
by  a  U.S.  airline.  (Although  made  by 
European  firms,  Eastern  officials  * 
point  out  that  33  percent  of  the 
plane's  components  come  from  U.S. 
suppliers.) 

In  a  presentation  to  the  Civil  Aero- 
nautics Board  yesterday  on  Eastern's 
financial  woes  of  the  past  and  its 
progress  of  the  last  few  years',  Frank 
Borman,  Eastern's  chairman  and  pres- 
ident, said  the  four  A300Bs  Eastern 
has  been  flying  since  November  un- 
der an  unusual  six-month  lease  agree- 
ment have  been  "operationally  su- 
perb." 

Under  the  proposed  plan,  Borman 
said  Eastern  would  retain  the  four 
planes  currently  being  used  on  a  long- 
term  lease  basis  and  would  purchase ' 
19  others:  three  in  1978  and  four  each 
in  the  years  1979  to  1982. 

He  declined  to  name  the  purchase 
price— calling  the  present  cost  of  the 
A300  a  "deeply  guarded  .secret"— but 
he  noted  that  the  deal  "comes  com- 
plete with  European  money  which  is  a 
very  nice  feature." 

Borman  also  said  he  believed  a  solu- 
tion to  the  weight  problem  the  Airbus 
had  encountered  at  LaGuardia  Air- 
port in  New  York  is  at  hand.  The  Port 
Authority  there  said  the  over-water 
runways  could  be  severely  damaged  if 
fully  loaded  A300s  were  to  use  them. 

On  another  topic,  Borman  said  East- 
ern was  seeking  CAB  approval  to  dis- 
continue Its  Super  No-Frills  discount 
fare  of  $55  between.  New  York  and 
some  Florida  cities  because  it  is  une- 
.  conomical.  - 

.    While  traffic  onthe  route  in  Janu-  t 
ary  was  up  by  nearly  20  percent  over  ! 
January  a  year  ago,  revenues  fell  and 
Eastern  lost  $1.7  million    in  the  af-  ' 
fected     markets.     "In      the     prime 
season f"  Borman  noted.  There  were 
up  to  40  percent  no-shows  on  some 
flights,  he  said. 

To  replace  the  fare,  Eastern  is  pro- 
posed a  "souped-up"  Super  Saver  fare 
to  Florida  for  a  wider  group  of  poten- 
tial travelers.  The  new  fare  will  apply 
from  all  Eastern's  northern  cities,  in- 
cluding Washington,  to  all  the  Florida 
cities  served  by  the  carrier. 


FRANK  BORMAN 
.  "operationally  superb" 


Assuming  CAB  approval,  passen- 
gers could  save  40  percent  of  the  reg- 
ular fare  on  day  coach  and  50  percent 
on  night  coach  Monday  through 
i  Thursday.  Friday  through  Sunday,  the 
savings  would  be  30  percent  on  day 
coach  and  40  percent  on  night  coach.  In 
addition,  Eastern  is  proposing  a  20 
percent  discount  for  first-class  travel. 
Instead  of  the  ordinary  30-day  ad- 
vance purchase  requirement  for  the 
Super  Saver,  Eastern  is  proposing  to 
cut  it  to  seven  days  and  would  require 
travelers  to  stay  at  their  destination 
until  -the  first  Sunday  after  the  day 
the  trip  started.  • 

During  his  presentation,.  Borman 
noted  that  "Eastern .  has  been  per- 
ceived as  an  inefficient  carrier,''  and 
admitted  that  had  been  true.  "But 
Eastern  is  a  different  airline  today 
than  it  was  a  few  years  ago,"  he  said. 

Although  Eastern  still  has  a  serious 
financial  problem  stemming  from  a 
poor  performance  over  the  last  20 
years,  Borman  said  the  company  made, 
real  progress  between  1933  and  1975. 
As  a  result,  he  noted,  1976  and  1977 
were  the  best  two  years  in  the  compa- 
ny's performance. 
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Eastern  Air  Announces 
'Substantial'  Progress 
On  Airbus  Discussions 


By  a  Wall  Street  Journal  Staff  Reporter 

NEW  YORK-Eastern  Airlines  and  Air 
bus  Industrie  announced  that  "substantial 
progress  in  negotiation  is  being  made"  to- 
ward Eastern's  acquisition  of  23  A300B 
Whisperliners. 

Eastern  said  it  will  present  a  progress 
report  to  the  directors  at  their  Seattle  meet- 
ing next  Tuesday  and  to  its  major  lending 
institutions  April  6  in  Miami. 

"Some  terms  remain  to  be  resolved  be- 
fore Eastern  and  Airbus  Industrie  can  enter 
into  a  definitive  agreement  for  the  acquisi- 
tion of  the  aircraft,". said  Frank  Borman, 
chairman  and  president  of  Eastern,  "but  we 
have*  reached  a  sufficiently  positive  stage 
where  we  believe  we  should  review  the  sta- 
tus of.  negotiations  with  our  directors  and 
lenders." 

Under  the  proposed  plan,  Eastern  would 
retain  on  a  long-term  lease  basis  the  four 
A300Bs  currently  being  flown  under  a  spe- 
cial evaluation  agreement  expiring  June  1. 
The  delivery  schedule  for  the  remaining  19 
aircraft  would  be  three  this  year  and  four  in 
each  of  the  years  1979  through  1962. 

Engines  by  GE 

Eastern's  A300Bs  would  be  powered  by 
General  Electric  Co.  CF6-50C2  engines  that 
each  produce  52,500  pounds  of  thrust  The 
four  A300Bs  Eastern  is  operating  have'CFS- 
50C  engines  of  51,000  pounds  thrust  capabil- 
ity. But  these  aircraft  would  "be  upgraded  to 
the  more  powerful  engine.  Eastern  said. 

Clearance  for  the  A300B  to  operate  at 
New  York's  LaGuardia*  Airport  remains  an 
open  issue,  the  airline  said.  However,  nego- 
tiations with  the  Port  Authority  of  New  York 
and  New  Jersey  are  continuing  in  good  faith 
with  both  sides  actively  seeking  compatibil- 
ity between  the  A300B*s  weight,  characteris- 
tics and  limitations  on  the  airport's  over-wa- 
ter taxiway  extensions,  Mr.  Borman  said. 

Last  night's  announcement  was  the  first 
indication  that  Eastern  would  acquire  only 
73  of  the  European  airliners.  There  had  been 
reports  that  the  airline  might  acquire  as 
many  as  50  of  the  planes  to  replace  its" cur- 
rent flee;  of  34  Lockheed  L-lOlls.  The  L-1011 
seats  268.  The  Airbus,  considered  to  be  a 
more  efficient  plane  in  terms  of  mileage, 
seats  230. 

The  Airbus,  which  sells  for  about  $25  mil- 
lion each,  is  made  by  Airbus  Industrie,  a 
consortium  in  which  Aerospatiale,  a  French 
manufacturer,  has  an  interest  of  nearly 
50%.  Another  interest  of  nearly  50%  is  held, 
by  West  German  aircraft  makers. 


Financing  Isn't  ] 

Last  night*  umounceraent  dUn*  r  men- 
tion how  the  acquisition  of  the  Airbus  planes 
would  be  financed.  Eastern, Is  already  sad- 
dled with  1824  million  4n  debt  and  doesn't 
have  money  to  buy  new  planes.  So  it  has 
been  trying  to  negotiate  an  arrangement  un- 
der which  it  would  swap  as  many  as  10  of  its 
L-lOlls  to  Airbus,  which  would  try  to  resell 
them  on  the  world  market 

In  addition,  the  proposed  plan  would  see- 
the Airbus  consortium  buying,  perhaps  indi- 
rectly, an  equity  interest  in  Eastern,  proba- 
bly in  preferred  stock.  With  this  equity. 
Eastern-could  then  take  on  additional  loans 
from  U.S.  banks  and  Insurance  companies 
without  further  damaging  its  ratio  of  debttto 
equity,  a  key  measure  of  a  company's  finan- 
cial health.  But  UA  bankers  and  Insurers 
are  aware  of  Eastern's  precarious  financial 
position,  so  the  loans  extended  would  have 
to  be  guaranteed  by  a  group  of  French  and 
German  banks  allied  with  Airbus. 

The  Airbus  has  been  in  use  on  European 
routes  since  1974. 


Olympic  Airways  Plans 
To  Buy  -5  Airbus  Jets 

Special  to  Turn  Wall  Street  Joormal  * 
ATHENS  -  Olympic  Airways,  Greece's 
state-owned  carrier,  said  it  will  buy  five  Eu- 
ropean A300B  Airbus  wide-bodied  Jetliners 
for  about  $30  million  each. 

The  purchase  is  subject  to  financial 
terms  that  are  expected  to  be  agreed  upon 
soon,  Olympic  said.  It  added  that  it  plans 
also  to  purchase  from  International  Busi- 
ness Machines  Corp.  a  ticket  and  reserva- 
tions system  valued  at  more  than  H7  million. 
.  The  A300B  is  produced  by  Airbus  Indus- 
trie, a  European  consortium  owned  mainly 
by  French  and  West .  German  aircraft 
makers.  ..' 
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Mr.  Pierce.  If  I  can  add  one  point,  originally  when  the  airbus  was 
developed,  we  were  asked  by  Eximbank  what  our  attitude  was  and  we 
made  it  clear  we  wished  Eximbank  to  support  the  financing  for  those 
engines.  We  felt  we  would  gain  some  weight  into  the  financing  practices 
of  our  foreign  competitors. 

Mrs.  Fenwick.  Have  you  been  supplying  the  engines? 

Mr.  Christiansen.  We  have  been  supplying  most,  if  not  all,  of  the 
engines  for  the  A-300.  It  is  a  nice  export  market. 

Mr.  Pattison.  We  thank  all  the  witnesses  for  their  testimony  and 
their  answers  to  the  questions  today  and  the  hearing  is  adjourned. 

[Whereupon,  at  12 :30  p.m.  the  subcommittee  was  adjourned,  subject 
to  call  of  the  Chair.] 

[The  following  additional  material  was  submitted  for  inclusion  in 
the  record:] 
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Statement 
of 
March  22,  1978 
on 
REAUTHORIZATION  OF 
THE  EXPORT-IMPORT  BANK 
to  the 
Subcommittee  on  International  Trade, 
Investment,  and  Monetary  Policy 
-House  Committee  on  Banking, 
Finance,  and  Urban  Affairs- 
by  the 
Electronic  Industries  Association 


The  Electronic  Industries  Association  (EIA)  is  the  nation's  major  electronics 
trade  organization,  representing  285  U.S.  manufacturers  whose  products  range  from 
the  simplest  of  components  to  a  variety  of  complex  and  sophisticated  systems  for 
commercial,  space,  and  military  applications.  Significant  to  your  March  17 
Hearing  is  the  fact  that  of  its  $45.5  billion  annual  production,  fully  25  percent 
or  $11.5  billion  derived,  last  year  alone,  from  electronic  exports.  This  trans- 
lates into  some  260,000  jobs  across  the  nation,  directly  related  to  exports. 
Therefore,  electronic  companies  and  their  employees  have  a  very  strong  concern 
for  adequate  and  constructive  U.S.  export  financing  programs. 

We  appreciate  the  opportunity  to  share  with  you  our  views  on  the  Export-Import 
Bar.k  of  the  United  States  ("Eximbank") . 

Underlying  these  views  are  certain  historical  perceptions.  Immediately  after 
World  War  II,  the  economy  of  the  U.S.  was  dominant.  U.S.  industry  had  productive 
and  technological  advantage,  and  relatively  vast  sources  of  funds  for  financing 
its  requirements  (and  those  of  its  customers  around  the  world)  at  very  low  rates 
of  interest. 

All  of  this  has  changed,  and  all  the  changes  bear  heavily  on  U.S. exports  of 
manufactured  goods.  Some  of  the  most  dramatic  changes  have  occurred  in  the  area  of 
customer  financing.  Not  only  have  the  former  advantages  disappeared,  but  today  we  do 
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not  even  retain  parity  with  our  foreign  competitors.   Both  private  and  government 
sources  in  this  country  are  less  ample  for  and  more  costly  than  those  in  com- 
peting export  nations  for  term  financing  of  manufactured  exports. 

It  is  no  answer  to  hope  that  customer  financing  of  such  exports  should  be 
irrelevant  and  in  time  wither  away.  Customer  financing  of  exports  will  always 
be  a  factor  in  achieving  sales,  just  as  it  is  for  residential  construction  and 
passenger  car  purchases.  Prospective  buyers  need  to  feel  they  can  comfortably 
carry  the  cost  of  financing  their  purchases  before  they  will  become  customers  for 
our  goods.  Furthermore,  for  the  forseeable  future  much  of  such  financing  will 
require  U.S.  government  participation  or  support. 

The  importance  of  exports  to  the  domestic  economy  and  to  U.S.  fiscal  policy 
is  clear,  but  the  role  of  Eximbank  has  been  muddied  in  recent  years  by  political 
controversy  and  improvisation.   The  Bank's  low  level  of  activity  in  recent  years 
has  been  a  drag  on  the  economy,  costing  hundreds  of  thousands  of  jobs.   Our 
industry  firmly  believes  that  Eximbank  should  be  strengthened  and  its  programs 
expanded,  so  that  our  export  customers  can  be  helped  and  encouraged,  thereby 
fostering  U.S.  economic  growth  at  no  expense  to  the  U.S.  taxpayer. 

Last  year,  we  were  privileged  to  testify  before  your  Subcommittee  on 
International  Trade,  Investment  and  Monetary  Policy  on  "Extending  and  Amending 
the  Export- Import  Act."  Our  statement  of  April  4,  1977... valid  now  as  then... 
made  the  point  that  the  U.S.  government  needs  to  recognize  the  importance  of 
exports,  and  to  give  them  greater  support. 

Export  support  is  not  an  issue  solely  in  the  international  arena.   It  is 
of  equal  importance  as  an  engine  of  domestic  economic  policy.   Export  sales 
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mean  U.S.  jobs,  mean  revenue  to  the  Treasury,  mean  offsets  to  trade  deficits... in 
sum,  they  mean  we  are  better  able  to  maintain  and  expand  employment,  defend  the 
value  of  the  dollar,  and  help  control  inflation. 

Unfortunately,  these  benefits  are  not  apparent  to  some  because  they  are 
mistakenly  perceived  only  as  second  and  third  tier  effects.  Jobs,  however,  are 
clearly  visible;  not  only  are  a  large  and  growing  number  of  Americans  now  dependent 
on  export  for  their  income  but,  in  order  to  maintain  national  prosperity,  this  number 
must  grow  in  the  coming  years.  Government  programs  such  as  Eximbank  are  thus  of 
substantial  importance  not  only  to  our  industry,  but  to  the  entire  nation.  Exim- 
bank must  therefore  be  competitive  if  American  industry  and  labor  are  to  secure 
long-term  improvements  in  profit  and  employment. 

In  spite  of  the  relatively  low  percentage  of  exports  supported  by  Eximbank, 
we  should  not  underestimate  the  importance  of  that  support.  It  has  been  vitally 
important  to  specific  industries.  It  should  be  remembered  that  very  often  initial 
procurements,  especially  in  the  major  capital  goods  sector,  result  in  standardi- 
zation of  hardware  that  results,  in  turn,  in  extensive  add-on  orders  for  additional 
equipment,  spare  parts,  and  technical  assistance  for  years  to  come.  Recognising 
this,  our  foreign  competitors  offer  attractive  financing  terms  to  secure  initial 
orders. 

Furthermore,  and  quite  apart  from  competition,  there  are  many  potential  sales 
where  the  purchase  decision  turns  on  financial  charges,  much  the  way  monthly  pay- 
ments determine  the  sale  of  a  house  or  car  in  the  U.S.   If  extended  terms  and  fixed 
interest  rates  offer  carrying  costs  which  are  attractive,  these  sales  occur  and  not 
otherwise.  Fixed  rate  financing  for  more  than  five  years  is  virtually  unavailable 
from  commercial  banks  for  foreign  customers,  although  it  is  widespread  in  the 
United  States. 
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Another  question  that  arises  out  of  operation  of  Eximbank  is  which  industries 
and  countries  should  benefit  from  its  support.   There  are  the  guidelines  determined 
by  the  Treasury,  Commerce,  State,  and  Defense  Departments  as  they  apply  to  foreign 
policy,  and  Congressional  guidelines  set  forth  in  the  Export  Administration  Act. 
Beyond  these  constraints  we  would  suggest  we  let  the  American  free  enterprise  system 
control  the  matter,  and  not  involve  Eximbank  in  these  questions,  nor  burden  it  with 
sectoral,  geographical,  or  political  restrictions. 

Eximbank  should  be  free  to  employ  imagination  and  flexibility.   Mo  one  trans- 
action will  ever  be  exactly  like  another.   The  Bank  must  be  prepared  and  equipped 
to  adapt  interest  rates,  maturities,  degree  of  coverage,  grace  periods  and  repayment 
schedules  to  the  demands  of  the  market  place.   Congress  should  encourage  Eximbank 
to  be  a  positive  arm  in  the  sale  of  American  exports,  equally  as  aggressive  as  its 
counterparts  in  other  countries. 

To  accomplish  the  above  will  undoubtedly  require  certain  statutory  changes  in 
the  Bank's  Charter.   In  order  to  put  this  in  perspective,  we  must  recognize  that 
most  of  its  competitors  in  the  field  of  export  financing  are  not  fully  self- 
sustaining,  and  are  supported  with  government  funds.   Once  this  is  recognized,  it 
is  possible  to  address  how  and  to  what  extent  this  disadvantage  can  be  offset. 
One  possibility  is  to  change  the  Bank's  charter,  removing  its  self-sustaining 
aspects.   Another  would  be,  after  recognizing  the  limitation,  to  liberalize  certain 
of  its  "standard  banking  requirements".   Examples  are:  increasing  its  capital, 
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increasing  the  leverage  on  authorized  capital,  improving  interest  rates  and  fees, 
and  in  general  allowing  the  taking  of  greater  risks. 

Related  to  these  questions  is  -the  matter  of  funding.  Bximbank  has  been  in 
and  out  of  the  national  budget.  Currently  it  is  treated  in  such  a  manner  that 
positive  operations  are  made  to  appear  as  unrecovered  expenditures.  Yet,  it  is 
self -sustaining,  while  getting  no  recognition  for  the  dividends  it  pays  to  the 
Treasury.  As  businessmen,  we  certainly  recognize  the  importance  of  the  efficient 
operation  of  the  Bank.   Indeed,  we  have  a  greater  need  for  it  to  be  more  efficient 
than  anyone  else,  but  certainly  the  current  method  of  trying  to  achieve  that  aim 
leads  to  a  contradictory  result.   Some  better  measurement  of  effectiveness,  in  or 
out  of  the  budget,  is  clearly  reqired. 

The  Congress  should  give  serious  consideration  to  expanding  the  Bank's 
capital.  This  would  enable  Eximbank  more  readily  to  keep  up  with  the  growth  in 
exports,  and  would  lower  its  average  cost  of  funds.   It  would  also  be  consistent 
with  what  Congress  has  seen  fit  to  do  with  the  International  Financial  Institutions 
(IFIs) ,  although  in  this  case  it  would  have  the  added  advantage  of  being  tied  to 
support  for  the  U.S.  economy. 

A  further  step  would  be  a  clear  statement  by  the  Congress  that  the  first 
priority  of  the  Bank  is  to  increase  American  exports  through  fully  competitive 
financing  terms  and  expeditious  handling  of  loan  applications.  This  position, 
which  appears  obvious  to  us,  often  seems  to  be  lost  when  considered  along  side 
other  guidelines  of  the  current  charter.   The  U.S.  Chamber  of  Commerce  has 
proposed  language  which  would  accomplish  this,  which  it  has  provided  to  this 
Subcommittee.   EIA  supports  this  language. 

While  we  recognize  the  need  for  Congress  to  exercise  oversight  of  Eximbank, 
we  urge  that  Congressional  control  be  managed  so  as  to  augment,  not  hamper,  U.S. 
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set >rices  necessary  to  speed  development  of  their  industrial  capacity.   Revenue- 
producing  projects  cannot  be  instituted  until  basic  infrastructure  needs, 
such  as  highways  and  communications  systems,  are  in  place. 

Exim's  emphasis  on  large  projects  and  on  a  high  level  of  profitability  seem 
to  have  combined  to  condemn  the  Discount  Loan  program  which  allows  the  commercial 
banks  to  offer  fixed  rate  financing,  to  a  slow  but  sure  death.   Eximbank  has 
argued  in  support  of  cutbacks  in  the  program  that  fixed  rate  financing  is 
not  necessary  —  an  assertion  which  is  totally  contrary  to  the  experience  of 
American  exporters  and  the  practice  of  its  foreign  counterpart  competitors.   More- 
over, Eximbank  has  argued  that  it  is  unprofitable  for  it  to  commit  to  fixed  rates 
over  terms  of  up  to  five  years  when  it  must  fund  itself  in  the  short  term  money 
markets  under  uncertain  conditions.   Thus,  in  order  to  constrict  the  Discount  Loan 
program,  commitment  fees  for  discounts  have  been  increased.   At  the  same  time  that 
Exim  was  cutting  authorizations  and  imposing  prohibitive  costs  for  this  program, 
which  assists  smaller  export  transactions,  more  than  four  times  the  dollars  were 
authorized  in  direct  credits  for  large  transactions  (all  of  which  are  loaned  on 
fixed  terms)  than  were  authorized  for  discount  loans.   Moreover,  the  interest  rates 
for  direct  credits,  some  of  which  run  for  as  long  as  20  years,  were  reduced. 

In  short,  companies  — small  and  large  —  who  deal  in  smaller  dollar  volumes 
or  smaller  transactions  are  being  discouraged  and  in  many  instances  are  being  denied 
the  opportunity  to  export.   Because  many  of  these  exporters,  though  they  deal  in 
small  transactions,  have  such  a  large  total  volume  of  potential  export  business, 
we  feel  that  such  action  on  Eximbank' s  part  is  detrimental  to  the  balance  of  trade 
and  is  not  in  the  national  interest. 
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concessions  on  fees  and  interest  rates.  Exim's  current  interpretation  of  the 
requirement  that  it  be  self-sufficient  makes  it  difficult  for  Eximbank  to 
discount  its  rates  to  meet  competition,  even  when  it  is  shown  that  the  foreign 
competition  is  able  to  offer  lower  rates.  A  look  at  its  latest  annual  report 
shows  net  income  of  $137.4  million  out  of  revenues  of  $775.5  million  (and  net 
claims  paid  of  only  $3.4  million  out  of  fees  charged  in  the  amount  of  $25.2 
million) . 

Eximbank  also  seems  recently  to  have  developed  a  philosophy  of  supporting 
the  large  transactions,  which  are  administratively  less  costly  per  dollar  of 
lending  —  to  the  detriment  of  small  transactions  and  therefore  to  the  detriment 
of  the  small  exporter.   In  two  examples  which  took  place  in  early  1976, 
an  EIA  member  was  told  that  the  risk  on  medium  term  credits  to  Thailand  and  the 
Philippines  was  unacceptable  to  Eximbank.  Both  amounts  were  relatively  small 
($650,000  and  $2,300,000)  and  were  for  five-year  terms.  It  was  subsequently 
discovered  that  Eximbank  had  increased  their  exposure  by  about  $30  million  on 
ten-year  terms  in  Thailand,  for  the  sale  of  jet  aircraft,  and  by  $640  million 
dollars  on  20-year  terms  for  the  sale  of  a  nuclear  power  plant  in  the  Philippines, 
where  exposure  had  previously  been  only  about  $20  million.  These  are  manifest 
inconsistencies.  The  apparent  bias  toward  larger  exporters  discourages  smaller 
companies  from  realizing  their  full  export  potential. 

The  Eximbank  board  has  also  decided  that  loans  should  be  made  for  self- 
sufficient  projects  and  not  for  infrastructure  projects  which  do  not  directly 
produce  revenue.  Infrastructure  projects  not  only  provide  a  potential  major 
source  of  export  business,  but  also  provide  the  purchasing  countries  with 
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sewices  necessary  to  speed  development  of  their  industrial  capacity.  Revenue- 
producing  projects  cannot  be  instituted  until  basic  infrastructure  needs, 
such  as  highways  and  communications  systems,  are  in  place. 

Exim's  emphasis  on  large  projects  and  on  a  high  level  of  profitability  seem 
to  have  combined  to  condemn  the  Discount  Loan  program  which  allows  the  commercial 
banks  to  offer  fixed  rate  financing,  to  a  slow  but  sure  death.  Bximbank  has 
argued  in  support  of  cutbacks  in  the  program  that  fixed  rate  financing  is 
not  necessary  —  an  assertion  which  is  totally  contrary  to  the  experience  of 
American  exporters  and  the  practice  of  its  foreign  counterpart  competitors.  More- 
over, Eximbank  has  argued  that  it  is  unprofitable  for  it  to  commit  to  fixed  rates 
over  terms  of  up  to  five  years  when  it  must  fund  itself  in  the  short  term  money 
markets  under  uncertain  conditions.  Thus,  in  order  to  constrict  the  Discount  Loan 
program,  commitment  fees  for  discounts  have  been  increased.  At  the  same  time  that 
Exim  was  cutting  authorizations  and  imposing  prohibitive  costs  for  this  program, 
which  assists  smaller  export  transactions,  more  than  four  times  the  dollars  were 
authorized  in  direct  credits  for  large  transactions  (all  of  which  are  loaned  on 
fixed  terms)  than  were  authorized  for  discount  loans.  Moreover,  the  interest  rates 
for  direct  credits,  some  of  which  run  for  as  long  as  20  years,  were  reduced. 

In  short,  companies  —small  and  large  —  who  deal  in  smaller  dollar  volumes 
or  smaller  transactions  are  being  discouraged  and  in  many  instances  are  being  denied 
the  opportunity  to  export.   Because  many  of  these  exporters,  though  they  deal  in 
small  transactions,  have  such  a  large  total,  volume  of  potential  export  business, 
we  feel  that  such  action  on  Eximbank' s  part  is  detrimental  to  the  balance  of  trade 
and  is  not  in  the  national  interest. 

•         •         •         • 
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Last  year,  we  were  also  asked  by  Treasury  to  give  our  views  on  Eximbank's 
competitiveness,  with  specific  reference  to  the  ways  in  which  U.S.  exporters 
could  obtain  parity.  We  did  so  by  letter  dated  June  13,  1977,  which  generally 
made  the  point  that  the  counterpart  export-financing  institutions  exercise  a 
more  positive  attitude;  they  look  for  ways  to  encourage  and  expand  exports.  They 
also  make  their  facilities  available  in  more  countries;  we  could  do  the  same  by, 
among  other  things,  use  of  the  Export  Expansion  Fund.  Moving  from  the  general  to 
the  more  specific,  we  cited  these  factors  of  Competitiveness: 

1.  Resources  and  Lending/Borrowing  Capacity 

These  are  statutorily  determined  for  EXIM  within  comparatively  stringent 
limits,  and  have  been  further  restricted  by  administrative  actions.  Other 
countries  -  notably  the  U.K.,  Germany,  France  and  Japan  -  have,  through 
differing  mechanisms,  significantly  more  flexible  practices  which  enable 
their  lending  institutions  to  secure  funds  for  export  financing  in  accor- 
dance with  variable  and  current  requirements.  Thus,  there  is  little  need 
elsewhere  to  "ration"  credit,  as  does  EXIM,  through  fractional  coverage  of 
virtually  each  discrete  transaction. 

2.  Transaction  Coverage 

EXIM's  continuing  practice  -  now  of  significant  duration  -  of  covering  35-45 
percent  of  most  transactions  it  approves  compares  with  international  agree- 
ments and  guidelines  which  place  coverage  ceilings  at  85-90  percent.  All 
other  major  governmental  lenders  are  prepared  to  support  transactions  to  the 
full  limits,  as  may  be  necessary  -  depending  upon  term  and  interest  rate 
considerations.  Manifestly,  in  this  area  EXIM  is  non-competitive. 
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Smaller  Transactions 

EXIM's  support  of  smaller  transactions  has  waned,  presumably  because  of 
the  higher  administrative  cost  and  lower  profit  margin  accorded  EXIM  per 
dollar  of  authorization.   In  many  instances,  coverage  has  been- denied  for 
smaller  transactions,  reportedly  due  to  an  unacceptable  sovereign  risk, 
whereas  in  the  same  countries  large  transactions  (which  are  very  profitable 
to  EXIM)  have  been  approved. 

We  feel  it  extremely  important  that  more  emphasis  be  placed  on  approval  of 
smaller  transactions  which,  in  total,  represent  an  important  portion  of  the 
total  volume  of  U.S.  exports  and  often  lead  to  substantial  follow-on 
business.   Especially  for  smaller  transactions,  such  as  those  involving 
capital  goods  with  long  useful  lives  but  costing  less  than  $5  million,  the 
repayment  schedules  should  be  improved. . .whether  or  not  by  agreement  within 
the  Berne  Union.   Improvement  can  be  accomplished  by  allowing  "balloons"  as 
well  as  as  by  lengthening  final  maturities. 

Less  Developed  Countries 

We  agree  with  the  U.S.  Chamber  of  Commerce  (Task  Force  on  Export  Policy) 
findings  that  one  answer  to  this  problem  could  be  providing  EXIM  with 
additional  capital  which  is  specifically  earmarked  for  LOC  sales  support. 
EXIM's  outstanding  success  in  limiting  losses  does  not  support  the  fre- 
quently-heard argument  that  coverage  of  such  transactions  would  result  in 
an  unacceptable  level  of  high-risk  transactions.  We  feel  that  the  risk, 
properly  assessed  by  EXIM's  economists  and  lending  officers  (and  not  by  the 
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General  Accounting  Office,  for  example),  would  be  acceptable.  Such  a 
solution  would  show  positive  economic  and  political  results. 

5.  Mixed,  Plat formed,  and  Blended  Credits 

Most  other  countries  —  especially  Germany,  France,  Sweden,  Canada  and 
Japan  —  have  a  series  of  interrelated  governmental  lending  and  grant 
programs  which  individually  vary  in  terms  of  transaction  coverage,  repayment 
requirements  and  interest  rate  but  can  be  intermingled  in  any  single  trans- 
action. These  are  useful  to  financing  exports  to  both  developed 
nations  and  LDCs,  but  especially  the  latter.  EXIM's  admixture  abilities 
are  restricted  essentially  to  the  varying  resources  and  criteria  which  the 
U.S.  commercial  banking  sector  applies  to  each  specific  export  loan.  In 
effect,  then,  U.S.  competitiveness  -  when  and  where  it  might  exist  -  is 
really  determined  by  the  private  sector  rather  than  EXIM.  As  a  minimum, 
EXIM  and  AID  programs  need  a  blending  which  today  does  not  exist  for  U.S. 
exporters. 

6.  Infrastructure  and  Associated  Local  Costs 

It  is  not  possible  for  a  country  to  build  a  strong  industrial  base  without 
the  necessary  infrastructure,  yet  EXIM  severely  restricts  the  number  of  its 
loans  for  infrastructure  projects,  including  particularly  internal  trans- 
portation and  communications  projects.  Those  selling  countries  which 
provide  the  infrastructure  needs,  helping  the  buying  country  to  develop 
and  building  a  rapport  and  good  reputation  with  the  buyer,  will  be  the 
countries  whose  products  are  highly  valued  by  the  buying  nation  when 
industrial  development  takes  place. 
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Only  rare  happenstance  cases  where  AID  funds  might  provide  funding  for  local 
needs  alongside  EXIM- approved  customer  loans  on  U.S.  exports  can  be  cited  in 
competitive  comparison  to  what  is  routine  for  other  governments.   Germany, 
Italy,  France  and  Sweden  are  especially  active  in  such  programs.   The 
rarity  for  the  U.S.  is  that  we  lack  policy  and  coordination  for  many  such 
requirements  by  prospective  borrowers  which  involve  infrastructure  development. 
Other  countries  do  not.   EXIM's  financing  should  extend  to  small  amounts  of 
local  costs. 

7.  Foreign  Content  in  the  U . S . -Exported  Product 

EXIM  is  behind  many  of  its  counterpart  organizations  in  covering  sales  of 
products  with  small  amounts  of  foreign  content.   While  we  do  not  feel  that 
such  sales  should  be  encouraged  on  a  blanket  basis,  there  often  are 
extenuating  circumstances  which  make  assistance  with  the  sales  of  such 
products  reasonable  and  in  the  national  interest.   EXIM's  currently 
inflexible  guidelines  should  be  subject  to  relaxation,  particularly  in  the 
case  of  equipment  built  partially  with  components  which  are  not  generally 
available  from  U.S.  manufacturers. 

8.  Implied  Guarantees 

In  Britain  and  Japan,  private  sector  lenders  (usually  commercial  banks  but 
also  insurance  companies)  advance  funds  on  the  understanding  that  the 
central  bank  will  compensate  fully  against  uninsured  losses.   In  France, 
funds  channeled  through  COFACE  and  its  related  agencies  carry  an  implicit 
guarantee  from  the  national  treasury.   Moreover,  the  Bank  of  England's 
rediscount  program  is  such  that  clearing  banks  can,  on  occasion,  liquidate 
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their  unmatured  export  paper  to  the  central  bank  at  a  profit  when  home- 
market  credit  needs  compete  with  exports  for  available  funds.  The 
sophistication  and  variations  of  these  foreign  programs  and  banking  systems 
leave  the  USA  less  than  competitive,  reduced  as  it  is  to  the  thin  • 

flexibilities  of  (i)  Treasury  guarantees  underwriting  EXIM's  notes  which 
tap  private  funds,  and  (ii)  EXIM's  own  rediscount  program  which  necessarily 
presses  against  its  legislatively-imposed  lending  ceilings. 

9.   Guarantees  (insured)  vs.  Direct  Credit 

Some  have  suggested  de-emphasis  of  Eximbank's  "direct  lending",  but  we 
disagree.  Only  Britain  governmentally  focuses  the  largest  part  of  its 
export  finance  programs  around  insurance  rather  than  direct  lending.   It 
does  so  because  it  makes  available  (in  theory)  the  entire  mandatory  re- 
serves of  the  nation's  system  of  clearing  banks  under  conditions  of 
adequate  rediscounting  and  protection  to  depositors.  The  U.S.  has  no  such 
institutional  structure.  Hence,  any  conception  of  phasing  out  direct 
credits  in  favor  of  expanding  guarantees  for  the  commercial  banking  system 
must  provide  two  instrumentalities  which  do  not  now  exist  (i)  a  guaranteed 
ability  for  commercial  banks  (and  perhaps  other  credit  institutions)  to 
make  export  loans  at  less-than-domestically-competitive  interest  rates  from 
reserve  funds  that  would  otherwise  be  blocked,  and(ii)  a  rediscount  program 
that  would  allow  such  loans  to  be  liquidated  when  reduced  reserve  requirements 
or  domestic  credit  demands  created  need  for  increased  liquidity  and  a  re- 
direction of  national  financial  resources. 
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10.  Discount  Loan  Program 

It  is  important  that  the  trend  to  eliminate  the  discount  loan  program  be 
reversed.  Many  foreign  buyers  demand  the  fixed  rates  which  can  be  provided 
only  through  the  use  of  the  discount  loan  facility.  This  facility,  even 
though  still  available,  has  become  increasingly  less  useful  as  fees  have 
continued  to  rise,  and  ceilings  on  transactions  have  been  applied.  This 
program  should  be  provided  at  reasonable  cost  as  a  necessary  service  to 

exporters  and  supporting  private  financial  institutions,  and  should  not 
be  expected  necessarily  to  earn  a  large  profit  in  itself. 

11.  Interest 

Eximbank  needs  to  increase  the  availability  of  fixed  rates,  and  widen  the 
range  of  permissable  interest  rates  (while  preserving  minimum  averages ) • 
It  should  also  fully  cover  unpaid  and  owing  interest  obligations  under 
guarantee  and  insurance  programs. 

12.  Short  and  Medium  Term  Loans  Primarily  Involving  Lines  of  Credit 
Characteristically,  the  U.S.  approach  to  this  problem  is  one  of  insurance 
guarantee  -  which,  in  effect,  causes  a  double  charge  to  the  borrower:  (i) 
the  insurance  premium  and  (ii)  commercial  interest  costs  at  more-or-less 
standard  rates.   The  roster  of  other  countries  that  offer  lower-cost  com- 
petitive services  is  impressive:  Japan,  Germany,  Britain,  France,  Italy, 
the  Netherlands  and  Belgium.   All  except  Britain  offer  some  form  of  direct 
credit;  without  exception,  all  offer  an  ultimate  credit  facility  at 
concessionary  rate. 
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13.  Pre-Production  Export  Finance 

Here  is  a  program  for  which  EXIM  and  the  U.S.  have  no  counterpart,  and  to 
which  U.S. -exporters  have  no  recourse  other  than  their  normal  approaches 
to  utilizing  internal  capital  resources  alongside  normal  borrowing  practices. 
Excepting  only  Britain,  the  competitive  foreign  institutional  structures  make 
available  such  capital  for  export  orders  on  concessionary  terms  affecting 

interest  charges  and/or  repayment  requirements.  Among  such  major  countries 
as  France,  Germany,  Italy  and  Japan,  specific  pre-production  or  pre-delivery 
loans  can  be  and  are  rolled  over  into  customer  credit  loans  -  the  entire  pro- 
cess reflecting  concessions  from  domestic  orders  and  deliveries. 

14.  Non-Military  or  Non-Lethal  Items 

EXIM  is  prohibited  from  assisting  with  financing  of  equipment  which  is 
strictly  for  military  use.  However,  this  ban  in  reality  affects  sales  of 
equipment  to  military  users  for  non-military  use.  A  member  company  has 
recently  been  denied  coverage  through  the  Commercial  Bank  Guarantee  Program 
for  sales  of  equipment  for  national  geological  research  done  by  an  Army  unit, 
and  for  sales  to  police  entities  which  report  to  the  Minister  of  Defense  but 
have  no  duties  or  functions  other  than  those  normally  assigned  to  police 
units.   Coverage  has  also  been  denied  for  sales  to  police  units  which  are  not 
connected  with  the  Ministry  of  Defense,  and  for  electronics  equipment  for 
commercial  airports  because  the  purchaser  of  record  happened  to  be  the 
Ministry  of  Defense.  We  feel  that* it  should  be  made  possible  for  EXIM 
to  finance  sales  of  such  dual-use  equipment. 
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15.  Inflation  Insurance 

There  are  several  practices  extant  in  the  program  of  governmental  export 
finance  agencies  which,  by  virtually  any  definition,  constitute  outright 
subsidy.  One  of  these  is  "inflation"  insurance  as  offered  in  France  and 
the  U.K.  to  the  exporter  of  long-cycle  capital  equipment  or  long-term 

supply  of  intermediate  and  consumer  goods.   Switzerland  provides  a  somewhat 
similar  insurance  against  exchange-rate  fluctuation,  as  has  Japan  periodically. 
For  the  purpose  of  U.S.  policy,  these  are  deemed  to  be  unacceptable  inter- 
national practices.   In  the  context  of  EXIM  scope,  they  are  considered  by  the 
Bank  to  be  irrelevant.   But,  their  existence  is  nonetheless  a  competitive  — 
or  anti-competitive  —  factor  of  some  weight.  We  would  hope  that  the  Admini- 
stration's view  —  that  the  expense  of  these  practices  will  cause  them  to  be 
dropped  —  will  prove  correct. 

16.  The  Character  of  Multilateral  Accord 

Any  enumeration  of  the  factors  of  competitiveness  raises  a  larger  question: 
should  international  agreements  on  parity  of  export  finance  programs  and 
consistency  of  practice  reside  principally  in  the  hands  of  the  immediately- 
interested  governmental  financial  institutions,  as  is  the  case  of  the 
"gentlemen's  agreement"  mechanism?  Thus  far,  the  principal  thrust  toward 
change  —  i.e.,  unilateral  declarations  by  the  U.S.  —  and  the  results  are 
less  than  inspiriting  to  those  who  desire  a  competitiveness  that  accords 
with  comparability  in  both  program  scope  and  the  boundaries  of  administrative 
discretion.   Furthermore,  there  never  seems  to  be  a  real  quid  pro  quo  ,  with 
U.S.  advantages  to  balance  those  gained  by  our  trading  partners. 
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Some  questions  might  reasonably  be  left  to  the  agreed  judgements  of  govern- 
mental bankers  and  treasury  officials.  But  other  questions  involve  matters 
that  fall  more  appropriately  into  the  ambit  of  trade  policy  and  the  enactment 
of  new  international  law  -  especially  in  respect  to  subsidization  and  the 
economic  relationship  between  nations.   These,  it  is  suggested,  might  be 
more  appropriately  considered  and  acted  upon  within  the  framework  of  the 
Multilateral  Trade  Negotiations  (MTN) . 


For  all  of  the  foregoing  reasons,  we  endorse  the  Administration's  proposal 
to  extend  the  life  of  the  Eximbank,  and  to  add  $15  billion  to  its  total  authority 
and  $5  billion  to  its  guarantee  authority.  We  are  not  confident  that  an  improved 
Bank,  and  one  that  is  active  in  more  markets,  will  find  these  amounts  sufficient 
to  carry  it  five  years,  but  that  question  can  be  addressed  in  the  future.  At  the 
same  time,  we  also  urge  Congress  to  clarify  its  mandate,  and  make  sure  that  its 
resources  are  adequate  to  meet  competition  in  the  Third  World,  especially  from 
"mixed  credits". 
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TEXTILE  HALL  •  EXPOSITION  AVENUE  •  P.  0.  BOX  6968.  ST  A.  B  •  GREENVILLE.  S.C. 

AMATEX 

13  March   1978 


Representative  Stephen  Neal,  Chairman 
Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policy 
3107  HOB  Annex  11 
300  D  Street,  SW 
Washington,  DC   20515 

Re:   Subcommittee  Hearings  on  Reauthorization  of  the  Export- 
Import  Bank 

Dear  Representative  Neal: 

On  March  13  -  17,  1978,  the  House  Subcommittee  on  International 
Trade,  Investment  and  Monetary  Policy  has  scheduled  hearings  on  the 
reauthorization  of  the  Export-Import  Bank.   The  AMATEX  Export  Trade 
Association  ("AMATEX")  hereby  submits  the  following  comments  and 
recommendations  for  your  consideration. 

AMATEX  is  a  non-profit  trade  association  engaged  in  "export 
trade"  as  that  term  is  defined  in  the  Webb-Pomerene  Act,  15  U.S.C. 
61-65  (1978) .   The  Association  is  comprised  of  twenty-five  firms 
engaged  in  manufacturing  textile  machinery,  parts,  or  accessories 
in  the  United  States  for  export. 

We  greatly  appreciate  this  opportunity  to  present  the  views  of 
AMATEX  concerning  the  operation  of  Eximbank  as  it  relates  to  our 
Association.   Our  comments  will  make  the  following  points: 
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(1)  In  the  development  of  international  economic  policy, 
it  is  essential  to  recognize  the  critical  importance 
of  exports  and  the  role  played  by  Eximbank  in  sup- 
porting exports. 

(2)  In  recent  years  the  U.S.  textile  machinery  manufac- 
turing industry  has  experienced  a  steadily  declining 
balance  of  trade  and  employment. 

(3)  Domestic  textile  machinery  manufacturers  are  in  an 
adverse  competitive  position  in  relation  to  their 
foreign  competitors  because  of  the  unavailability 
of  a  competitive  financing  facility. 

(4)  Eximbank  has: 

(a)  Failed  to  provide  financing  at  conditions 
competitive  with  those  available  from  foreign 
government- supported  systems; 

(b)  Failed  to  assume  commercial  and  political  risks 
that  exporters  or  private  financial  institutions 
are  unable  to  take;  and 

(c)  Discriminated  against  the  textile  machinery 
manufacturing  industry  in  making  its  financing 
decisions. 

(5)  Arguments  that  financing  of  foreign  textile  mills 
adversely  affects  domestic  textile  manufacturers  are 
groundless  since  others  will  finance  these  mills  if 
we  do  not. 

I.   Critical  Role  of  Exports 

In  the  development  of  international  economic  policy,  it  is 
essential  to  recognize  the  critical  role  of  exports.  Exports 
enable  the  United  States  to  earn  foreign  exchange  necessary  to  pay 
for  goods  and  services  purchased  in  foreign  markets.   In  view  of 
our  increasing  reliance  on  imported  natural  resources,  and  in 
particular  petroleum,  a  strong  and  aggressive  export  trade  must  be 
be  a  high  national  priority.   Only  through  increased  exports  can 
we  ease  the  exceedingly  high  trade  deficits  experienced  over  recent 
years  and  predicted  for  the  future. 
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the  textile  industry  is  in  the  less  developed  countries  of  the  Far 
East,  Near  East,  Africa,  and  Eastern  Europe. 

This  shift  in  where  growth  is  taking  place  has  made  it 
necessary  for  textile  machinery  manufacturers  to  look  to  less 
developed  countries  as  the  largest  market  for  textile  machinery. 
Textile  mills  in  such  countries  generally  require  financing  for  new 
plants  and  equipment.  Almost  every  order  for  textile  machinery  is 
negotiated,  and  price  is  not  the  only  subject  of  negotiation.  Of 
equal  importance  are  terms  and  conditions  of  sale.  Domestic  textile 
machinery  firms  consistently  lost  orders  to  foreign  competitors 
because  of  the  lack  of  a  financing  facility  able  to  meet  the  condi- 
tions offered  by  Western  European  and  Japanese  manufacturers. 

IV.   Eximbank  as  Compared  to  Foreign  Export  Financing  Agencies 

Domestic  textile  machinery  is  equal  or  superior  to  that  offered 
by  foreign  competitors  in  reliability,  productivity,  and  technical 
advancements.  However,  without  more  liberal  financing,  it  is  impos- 
sible for  domestic  manufacturers  to  compete  for  the  business  of 
mills  in  less  developed  countries.  Foreign  competitors. have 
recognized  this  situation  and  have  exploited  it,  because  even 
though  sales  to  less  developed  countries  represent  higher  risks, 
foreign  governments  accept  these  greater  risks  to  promote  export 
trade . 

Two  of  our  strongest  and  most  aggressive  competitors  in 
financing  textile  machinery  projects  in  less  developed  countries  are 
the  Belgians  and  Japanese.  Both  have  successfully  operated  self- 
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II.  Declining  Balance  of  Trade  and  Employment 

The  United  States  has  experienced  a  steadily  declining  balance 
of  trade  in  textile  machinery.   During  the  period  1972-1976,  the 
domestic  textile  machinery  industry  produced  machines  valued  at 
$4.3  billion.   Of  this  amount,  $1.3  billion,  or  31  percent,  were 
for  export.   During  this  same  period,  domestic  textile  mills 
imported  nearly  $2  billion  of  foreign  textile  machinery  resulting 
in  a  negative  balance  of  trade  of  approximately  $700  million.  During 
1976  alone,  textile  machinery  exports  declined  15  percent  while 
imports  rose  30  percent. 

Further,  the  total  number  of  employees  in  the  industry  has 
steadily  declined  from  46,300  in  1966  to  31,000  in  1976,  a  loss  of 
15,200  jobs,  or  33  percent  of  1966  employment.   Employment  in  the 
industry  is  today  28,000  or  only  60  percent  of  1966  employment. 

III.  Domestic  Machinery  Manufacturers  Are  Unable  to  Obtain  Financing 
Equivalent  to  that  Offered  by  Western  European  and  Japanese 
Manufacturers 

One  of  the  major  reasons  for  the  unfavorable  balance  of  trade 
and  increasing  unemployment  in  the  domestic  textile  machinery  indus- 
try is  the  lack  of  adequate  financing  to  compete  in  international 
markets.   The  textile  industries  in  the  highly  industrialized 
countries  of  the  United  States,  Canada,  England,  Western  Europe, 
and  Japan  have  limited  their  capital  investments  in  textile  machinery 
to  modernization  rather  than  expansion.   The  substantial  growth  in 


1  U.S.  Department  of  Labor,  Bureau  of  Statistics,  "Employment 
and  Earning  Trends  in  the  Textile  Machinery  Industry." 
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sustaining  export  financing  programs  while  accepting  greater  risks 
than  Eximbank.   To  promote  and  support  exports,  Belgium,  under  its 
official  export  credit  program,  assumes  both  political  and  commer- 
cial risks.   The  program  is  operated  by  the  Office  National  du 
Ducroire  (OND) ,  an  agency  of  the  government  whose  objective  is  to 
facilitate  Belgium's  foreign  trade  and  investments  by  extending 
guarantees  which  reduce  credit  risks  associated  with  foreign  trade 
transactions.   OND  operates  with  its  own  capital  originally  obtained 
from  the  government. 

The  Export- Import  Bank  of  Japan  ("MITI")  is  a  wholly  owned 
government  institution  which  obtains  90  percent  of  its  funds  from 
the  Government  Trust  Fund  Bureau  and  10  percent  of  its  funds  from 
the  Government's  Industrial  Investment  Account.   Its  objective  is 
to  supplement  and  encourage  the  financing  of  exports,  imports,  and 
overseas  investments.   MITI  also  administers  government  loans  to 
developing  countries  within  the  framework  of  the  aid  program.   It 
is  permitted  to  guarantee  loans  by  private  financial  institutions 
and  also  is  permitted  to  provide  financing  equal  to  100  percent  of 
the  value  of  an  export  transaction. 

The  Export  Insurance  Division  (EID)  of  MITI,  a  government 
agency  operates  the  Japanese  insurance  program  with  annual  liability 
ceilings  fixed  by  the  Diet.   Premiums  and  losses  are  credited  or 
debited  to  the  Export  Insurance  Special  Account  of  the  Treasury. 
EID  insures  commercial  risks  of  nonpayment  in  transactions  involving 
Japanese  exports  of  goods  and  services.   The  coverage  of  this 
insurance  extends  from  the  date  of  contract  or  of  delivery.   EID 
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covers  90  percent  of  postshipment  political  risks  and  90  percent 
of  postshipment  commercial  risks.   EID  operates  successfully  on 
a  commercial  basis. 

Eximbank,  on  the  other  hand,  has  failed  to  provide  the 
financing  support  necessary  to  enable  AMATEX  to  successfully  com- 
pete with  foreign  producers  for  projects  in  the  less  developed 
countries.   Examples  of  orders  lost  include  the  following: 

(1)  TAIWAN  -  Eximbank  loaned  money  for  a  fiber  plant. 
The  same  group  wanted  a  spinning  mill  and  weaving 
mill  to  process  part  of  the  fiber.   Our  request 
was  denied,  Germany  granted  the  credit  and 
received  the  order. 

(2)  KOREA  -  The  quota  system  discriminates  against  tex- 
tile machinery.   The  allotted  funds  are  used  for 
infrastructure.   We  had  one  project  signed  and 
approved  for  8  year  terms .   The  customer  and 
government  wanted  9-10  year  terms.   Of  all  places, 
we  lost  the  order  to  India.   There  is  no  USA  textile 
machinery  in  Korea  but  the  Koreans  enjoy  the  USA 
market. 

We  have  other  examples  in  Tanzania,  Sudan,  and  Algeria.   We  have 
approvals  in  Sudan,  Yugoslavia,  and  Chile  for  which  we  are  grate- 
ful, but  we  need  more. 

V.   Financing  Exports  of  Textile  Machinery  Will  Not  Injure  Domestic 
Textile  Manufacturers 

A  number  of  commenters  have  asserted  that  financing  of 
textile  machinery  for  foreign  mills  will  adversely  affect  the  domes- 
tic textile  industry.   This  argument  clearly  is  without  merit.   It 
is  obvious  that  if  we  do  not  finance  the  sale  of  equipment  to  these 
mills  our  foreign  competitors  will . 
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AMATEX  supports  the  comments  and  recommendations  made  by 
the  American  Textile  Machinery  Association.  We  urge  reauthorization 
of  Eximbank  and  hope  the  Bank  will  take  a  more  reasonable  approach 
in  making  financing  decisions  involving  textile  machinery  projects. 

Sincerely  yours, 
AMATEX 


L.  Huglr Ballard 
President 
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Eximbank  Textile  Plant  &  Equipment 
Fiscal  Year  1976  &  1977 


Direct  lending 

a)  Export  value 

b)  Loan  value 


CFF 

a)  Export  Value 

b)  Loan  value 


Millions 

of 

dollars 

1976 

1977 

105.8 
42.6 

4.5 
2.5 

7.2 
3.6 

.73 
.468 

3.  Financial  guarantees  .896 


Bank  guarantee  Program 
Medium  term  1-5  years 

a)  Export  value  9.7        4.7 

b)  Exim  Support  7.2        3.4 


FCIA  -  Medium  Term 

a)  Export  value  10.4        5.0 

b)  Exim  Support  7.4        3.4 


TOTALS: 

a)  Export  value  134         14.9 

b)  Exim  Support  60 1 8        9.8 


Source:   South  Carolina  National  Bank 
Eximbank 
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Designers  of  plants  and  machinery  for  man-made  fibers  and  films 

CHEMTEX 

850    THIRD    AVENUE.    NEW    YORK.    NEW    YORK    10022 


xnc 


WRITTEN  STATEMENT  OF  EUGENE  H.  REMMER, 

PRESIDENT  OF  CHEMTEX,  INC.  BEFORE  THE 

SUBCOMMITTEE  ON  INTERNATIONAL  TRADE, 

INVESTMENT  AND  MONETARY  POLICY 


COMMITTEE  ON  BANKING,  CURRENCY  AND  URBAN  AFFAIRS 


HOUSE  OF  REPRESENTATIVES 


March  13,  1978 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  Eugene  H.  Remitter,  President  of  Chemtex,  Inc.,  a  New 
"York  corporation  with  its  principal  offices  in  New  York  City. 
Chemtex  is  the  largest  U.S.  engineering  company  dedicated  to 
the  design,  erection  and  operation  of  plants  producing  man-made 
and  synthetic  fibers.  Chemtex  designs  and  builds  plants  to 
produce  such  synthetic  fibers  and  films  as  nylon,  polyester, 
acrylic  and  rayon.  The  products  of  these  plants  are  used  for 
tire  cord,  fish  nets  and  other  commercial  industrial  uses,  carpet 
yarn,  home  furnishings  and  textiles.   In  the  thirty  years  in 
which  Chemtex  has  been  in  existence,  we  have  built  approximately 
seventy  of  these  plants  in  nineteen  foreign  countries.  In  terms 
of  installed  capacity,  Chemtex  has  built  more  of  these  plants 
than  any  other  firm  in  the  world,  and  we  believe  it  is  the  only 
U.S.  company  devoted  exclusively  to  this  field  of  engineering. 

Each  of  the  plants  Chemtex  builds  involves  the  sale  of 
U.S.  goods  and  services  worth  from  $10  million  to  as  much  as 
$50  million.  The  capital  goods  and  technical  services  provided 
are  highly  sophisticated  and  very  labor  intensive.  Most  of  our 
sales  have  been  to  developing  nations  which  have  advanced  well 
beyond  the  subsistence  level  and  are  engaged  in  significant 
national  efforts  to  develop  and  expand  the  capital  sectors  of 
their  economies,  such  as  Taiwan,  Korea,  Turkey,  and  Greece. 
Until  recently,  our  company  has  held  a  dominant  position  in  these 
countries  in  the  supply  of  these  plants,  a  position  which  is  now 
being  challenged  by  ever-increasing  competition  from  Japan, • 
Germany,  and  other  Western  European  countries. 
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Chemtex  strongly  endorses,  and  urges  your  support  for,  the 
Administration's  proposal  to  extend  the  life  of  the  Export-Import 
Bank  for  five  years,  to  increase  its  financing  authority  from 
$25  billion  to  $40  billion  and  to  increase  its  authority  for 
guaranty  and  insurance  activities  from  $20  billion  to  $25  billion. 

Chemtex,  quite  frankly,  could  not  continue  to  survive  without 
Eximbank  and  the  dynamic  and  responsive  role  which  its  programs  and 
resources  have  played  in  the  growth  of  our  sales.   The  markets  in 
which  we  operate  frequently  involve  commercial  and  political  risks 
which  private  financial  institutions  have  difficulty  in  assessing 
and  are  reluctant  or  unwilling  to  undertake.   We  have  found  that 
Eximbank  participation,  whether  in  a  direct  financing  role  or  in  a 
guaranty  role,  has  acted  as  a  catalyst  to  elicit  the  private  sector 
participation  required  for  many  of  our  projects  to  go  forward. 
Private  financing  in  many  instances  simply  would  not  have  been 
available  without  Eximbank 's  sharing  of  the  risks  involved  and  the 
application  of  Eximbank' s  experience  in  the  evaluation  of  such  risks. 

Of  the  twelve  Chemtex  projects  that  were  realized  with  Exim- 
bank financing,  the  Olympic  Fibers  S.A.  plant  in  Costa  Rica  provides 
a  concrete  example  of  the  need  for  Eximbank.   With  a  production 
capacity  of  16  metric  tons  per  day  of  polyester  filament  yarn, 
Olympic  Fibers  is  the  largest  industrial  installation  in  Costa  Rica. 
U.S.  goods  and  services  worth  $10,800,000  were  provided  by  Chemtex 
to  the  $25  million  facility.   Although  the  Eximbank  participation 
in  this  project  in  the  form  of  a  direct  loan  represented  only  21% 
of  the  U.S.  costs,  it  would  not  have  been  possible  to  obtain  private 
financing  without  Eximbank' s  involvement  and  its  expertise  in 
assessing  country  credit  risk. 
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A  second  characteristic  of  our  markets  is  that  our  customers 
seek  long-term  financing  for  the  plant,  equipment,  and  services 
purchased.   Competing  demands  on  the  limited  foreign  exchange 
resources  of  our  customers,  and  the  nature  of  our  product,  large, 
high  technology  projects  with  long  pay-back  periods,  require  long- 
term  financing.   Such  financing  would  generally  not  be  available 
to  foreign  purchasers  of  U.S.  goods  and  services  without  a  pivotal 
role  being  played  by  Eximbank  in  participating  in  the  financing  of 
the  transaction  or  providing  guaranties  to  private  lenders. 

A  third  characteristic  of  our  market  is  the  growing  intensity 
of  foreign  competition,  especially  with  respect  to  credit  terms. 
Japanese,  German,  Austrian  and  other  competitors  in  these  markets 
offer  attractive  financing  terms,  generally  subsidized  by  foreign 
official  export  credit,  as  an  inducement  to  prospective  purchasers. 
Officially  supported  export  credit  competition  cannot  be  met  by 
U.S.  private  lenders  without  assistance  from  Eximbank. 

I  have  emphasized  specific  reasons  why  Chemtex  supports  Exim- 
bank because  I  believe  our  experience  can  be  extrapolated  to  the 
existing  and  potential  U.S.  export  sector.   Every  concerned  American 
is  aware  that  it  is  imperative  (and  a  paramount  responsibility  of 
this  Administration  and  this  Congress)  to  arrest  and  hopefully 
reverse  such  interrelated  economic  trends  as  the  decline  of  the 
dollar,  the  portended  inflationary  spiral  in  this  country,  the 
trade  deficit  in  calendar  1977  of  more  than  $26  billion,  and  this 
country's  disadvantageous  trade  position.   Trade  deficits  of  this 
magnitude  cannot  be  sustained  without  continued  devaluing  of  our 
currency  and  resultant  debilitating  inflation.   The  Wall  Street 
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Journal  on  March  6  reported  a  January  trade  deficit,  the  twentieth 
in  a  row,  of  $2.38  billion.  A  recently  released  Commerce  Department 
survey  of  the  U.S.  world  trade  outlook  for  1978  suggested  that, 
while  the  trade  deficit  for  1978  was  expected  to  be  somewhat  less 
than  the  record  1977  deficit,  it  would  still  be  of  a  magnitude 
dangerous  for  our  economic  and  political  well-being  and  that  of 
the  rest  of  the  free  world. 

At  a  time  when  it  is  absolutely  essential  to  increase  exports 
from  the  U.S.  to  counter  the  declining  U.S.  share  of  the  world 
export  market,  we  have  not  made  a  national  commitment  to  export 
promotion  and  expansion,  a  national  priority  for  all  other  developed 
nations.   Perhaps  this  is  because  the  United  States  has  in  the 
past  been  less  dependent  upon  exports  than  any  other  developed 
nation.  Where  exports  are  roughly  4%  of  the  U.S.  gross  national 
product,  the  average  proportion  of  GNP  exported  by  all  other 
developed  nations  is  15%,  nearly  four  times  as  high,  and  for  Japan, 
the  figure  exceeds  30%.   Lacking  either  extensive  domestic  markets 
or  adequate  supplies  of  raw  materials,  other  major  nations  long  ago 
had  to  turn  to  exports  for  economic  growth,  and,  in  some  instances, 
survival.  It  is  therefore  no  surprise  that  export  expansion  ranked 
at  or  near  the  top  of  their  national  priorities. 

The  United  States*  historical  ability  to  run  a  substantial 
export  surplus  without  major  national  effort;  the  relative  weakness 
of  our  competitors  for  a  period  after  World  War  II;  combined  with 
the  relative  unimportance  of  exports  to  the  U.S.  economy  with  its 
huge  internal  marketplace  and  abundance  of  available  raw  materials; 
all  these  factors  allowed  us  to  ignore  exports  for  a  long  time. 
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Today  an  increasingly  competitive  world  marketplace  and  the  high 
rate  of  import  growth  in  the  United  States  require  a  long  overdue 
national  commitment  to  export  expansion.   Without  minimizing  the 
importance  of  tax  and  trade  policies  to  such  a  program,  a  central 
element  to  the  successful  implementation  of  such  a  national  export 
expansion  program  is  an  active,  innovative  Eximbank,  with  a  strong 
mandate  from  Congress  and  with  sufficient  flexibility  to  offer 
competition  to  the  frequently  subsidized  foreign  official  export 
credit  institutions. 

I  have  referred  several  times  to  foreign  competition  on  credit 
terms.   Since  the  recession  and  accompanying  unemployment  of  the 
mid-1970s,  the  governments  of  most  industrialized  countries  have 
sought  to  stimulate  their  economies  by  increasing  exports.  All  of 
the  United  States*  major  international  competitors  have  substantially 
increased  the  level  of  authorizations  for  their  export  credit  and 
insurance  programs  in  recent  years.   France,  Japan,  and  the  United 
Kingdom  officially  support  a  much  larger  share  of  their  national 
exports  -  between  25%  and  45%  -  than  does  the  United  States,  which 
supports  about  15%  through  Eximbank.   France  and  the  United  Kingdom 
have  also  continued  their  generous  inflation  indemnity  programs, 
while  Japan  has  introduced  an  export  loss  reserve  system,  whereby 
7%  of  annual  foreign  project  costs  are  deductible  from  an  exporters' 
taxable  income  as  a  reserve  against  loss.   These  are  just  a  few 
examples  of  the  many  incentives,  benefits,  and  various  types  of 
official  support  provided  to  the  private  export  sectors  of  our  foreign 
competitors.   Specifically  with  respect  to  export  credits,  Eximbank 
will  supply  between  30%  and  55%  of  direct  financial  support  tx>  a 
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project  or  to  capital  equipment  purchases.   France,  Italy,  and 
the  United  Kingdom  will  support  between  80%  and  85%  direct 
financing  for  their  export  sales,  while  Germany  and  Japan  will 
support  somewhat  less,  but  more  than  55%. 

The  types  of  projects  in  which  Chemtex  engages,  which  involve 
the  building  of  major  industrial  plants  in  foreign  countries,  and 
Eximbank's  assistance  through  long-term  project  loans  or  guaranties, 
have  been  criticized  for  their  allegedly  adverse  impact  on  U.S. 
jobs.   I  can  assert  unequivocally  that  Chemtex 's  sales  abroad  do 
not  hurt  U.S.  labor  and  do  not  send  U.S.  jobs  abroad.   The  sophis- 
ticated, labor  intensive  capital  goods  which  we  sell  to  foreign 
buyers  to  use  in  the  plants  which  we  design  for  them  create  and 
maintain  thousands  of  U.S.  jobs,  as  do  our  technical  support  and 
assistance  services.   The  Olympic  Fibers  S.A.  project  described 
earlier,  for  example,  represents  720  man  years  of  employment  in 
the  U.S.,  based  on  the  sales  of  U.S.  goods  and  services  worth 
$10,800,000.   I  noted  in  Eximbank's  authorization  hearings  a  year 
ago  that  approximately  $13  billion  in  export  sales  facilitated 
by  Eximbank  programs  in  the  previous  fiscal  year  were  associated 
with  about  500,000  U.S.  jobs.   Approximately  40%  of  these  export. 
sales  involved  Eximbank's  guaranty  and  insurance  programs,  where 
risk  perceptions  of  private  exporters  and  private  financing  sources 
are  substantial.   In  many  of  these  cases,  U.S.  firms  would  not  have 
received  project  contracts,  sales  of  U.S.  goods  or  services  would 
not  have  been  made,  and  U.S.  jobs  not  generated  as  a  result,  without 
Eximbank  participation.   An  authoritative  and  in-depth  study  of 
the  correlation  between  U.S.  jobs  and  private  U.S.  foreign  investment 
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by  the  U.S.  Tariff  Commission  in  the  early  1970s  found  that 

industries  characterized  by  heavy  overseas 
investment  in  productive  facilities  appear 
also  to  be  those  which  not  only  contribute 
most  heavily  to  U.S.  exports  but  also  have 
had  the  least  impact  on  the  upsurge  of  U.S. 
imports  -  with  exactly  the  reverse  results 
appearing  for  those  industries  in  which 
strong  foreign  investment  activity  is  not 
characteristic .   V 

The  Tariff  Commission's  conclusions  are  consistent  with 
Chemtex's  experiences,  in  which  the  design  and  installation  of 
plants  for  foreign  buyers  has  created  additional  U.S.  jobs  instead 
of  displacing  U.S.  workers. 

I  believe  that  export  expansion  is  vital  to  our  national 
economic  health  and  well-being.  Export  expansion  will  mean  more, 
not  fewer,  jobs  for  U.S.  workmen.  Eximbank,  and  its  ability  to 
pursue  innovative  approaches  to  the  vigorous  competition  of  foreign 
export  credit  institutions,  is  the  linchpin  to  a  successful  export 
expansion  effort.  To  permit  it  to  achieve  the  necessary  program 
flexibility,  Eximbank 's  charter  must  be  renewed  and  its  authorizations 
increased  as  proposed  by  the  Administration. 


Eugene  H. 

President  of  Chemtex,  Inc. 


*/  "Competitiveness  of  U.S.  Industries"  Report  to  the 
President,  U.S.  Tariff  Commission,  Publication  473,  Washington, 
D.C.,  April  1972. 
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MACHINERY  and  ALLIED  PRODUCTS  INSTITUTE 

1200  EIGHTEENTH  STREET,  N.W.    WASHINGTON.  D.C  20036    202-331-8430 

March  24,   1978 


The  Honorable  Stephen  L.  Neal 
Chairman,  Subcommittee  on  International 

Trade,  Investment  and  Monetary  Policy 
House  Committee  on  Banking,  Finance 

and  Urban  Affairs 
2129  Rayburn  House  Office  Building 
Washington,  D.C.   20515 

Dear  Chairman  Neal: 

We  welcome  the  opportunity  to  offer  our  views 
on  H.R.  11384,  which  would  extend  the  Export-Import  Bank 
Act,  increase  the  Bank's  overall  operating  authority  from 
$25  billion  to  $40  billion,  and  increase  its  authority 
to  issue  guarantees  and  insurance  on  a  fractional  reserve 
basis  from  $20  billion  to  $25  billion. 

The  capital  goods  industries,  which  MAPI  repre- 
sents, produce  the  facilities  of  production,  distribution, 
transportation,  communication,  and  commerce.  Thus,  MAPI 
membership  includes  a  broad  range  of  producers  of  machinery 
(electrical  and  nonelectrical),  industrial  equipment,  com- 
ponents, cutting  tools,  farm  equipment,  graphic  arts 
equipment,  electronics,  scientific  and  industrial  instru- 
ments, controls,  forgings,  testing  equipment,  etc.  Member 
companies  range  in  size  from  small  single  product-line 
manufacturers  (for  example,  a  caster  producer)  to  highly 
diversified  multi-product  manufacturers,  medium  or  large 
in  size. 

Our  membership  has  a  vast  stake  in  foreign  trade. 
In  1976,  U.S.  exports  of  machinery  and  transport  equipment 
totaled  $31.3  billion.  During  the  first  half  of  1977  those 
exports  totaled  $16.4  billion.  Because  of  the  Importance 
of  export  financing  to  the  capital  goods  industries,  MAPI 
has  published  a  number  of  studies  on  the  subject,  including 
three  full-length  books.  The  most  recent,  A  Handbook  on 
Financing  U.S.  Exports — 2nd  Edition,  was  published  in  1976. 

It  should  be  stated  at  the  outset  that  MAPI 
strongly  supports  H.R.  11384.  The  United  States  should 
have  a  strong  pro-export  national  policy.  It  does  not 
have  one.  Such  a  policy  should  be  put  in  place  promptly. 
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This  position  is  arrived  at  against  the  background  of  certain 
economic  and  business  facts  of  life.  The  United  States  incurred  a  $27 
billion  deficit  in  1977.  This  was  the  third  deficit  in  four  years  and 
it  was  four  times  as  large  as  that  of  1976.  According  to  Department  of 
Commerce  statistics,  U.S.  exports  increased  less  than  5  percent  in  1977 
and  grew  much  slower  than  those  of  our  major  competitors — Japan,  West 
Germany,  France,  and  the  United  Kingdom.  As  our  statement  makes  clear, 
the  only  government  initiative  favorable  to  U.S.  exporters  over  the 
past  couple  of  years  has  been  the  adoption  by  the  Export-Import  Bank 
in  recent  months  of  a  more  competitive  stance  in  support  of  U.S. 
exporters. 

Following  a  summary  of  the  Institute  position,  our  statement 
first  describes  the  vital  role  the  Bank  s  programs  play  in  supporting 
the  exports  of  capital  goods  firms.   Thereafter   in  examining  self- imposed 
impediments  to  a  more  effective  Exijnbank  role  in  increasing  U.S  exports 
and  the  policy  questions  which  they  raise »  our  statement  discusses 
(1)  the  lengthening  list  of  countries  where  the  Bank  s  activities  are 
prohibited  (or  severely  curtailed)  because  of  statutory  or  other 
restrictions  relating  to  fi foreign  policy"  or  "human  rights,"  and  (2)  the 
numerous,  burdensome  statutory  and  other  criteria  which  the  Bank  must 
consider  in  passing  on  applications  for  financing  and  the  proposal  by 
the  Council  on  Environmental  Quality  that  the  Bank  (and  other  federal 
agencies)  evaluate  the  environmental  effects  in  foreign  countries  of 
transactions  in  which  they  are  involved. 

Summary  of  MAPI  Position 

Importance  of  Export  Financing 
to  Capital  Goods 

Exports  of  most  types  of  machinery  require  that  credit  be 
extended  to  foreign  customers.   Competitive  financing  terms  may  be  as 
important  as  the  price  of  the  product  (or  project) . 

U.S.  Competitive  Position 

The  U.S.  competitive  position  in  international  trade  is  weaken- 
ing.  Strong  export  efforts  are  required  and  any  significant  gains  will 
be  increasingly  difficult  to  achieve;  their  achievement  will  be  impossible 
without  competitive  financing  facilities. 

Prohibitions  and  Restrictions 
on  Eximbank 

Constraints  on  the  Bank  which  prohibit  or  restrict  its 
activities  in  a  growing  list  of  communist  and  other  countries — constraints 
which  are  not  imposed  on  ita  foreign  competitors — seemingly  are  adopted 
without  considering  the  following: 

1.  The  Bank  was  established  to  assist  U.S.  exporters; 
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2.  The  transactions  it  assists  are  essentially 
private  in  character; 

3.  It  does  not  serve  the  national  interest  to  in- 
clude restrictions — such  as  those  related  to 
communist  countries'  emigration  policies — in 
permanent  legislation  or  in  multi-year  exten- 
sions of  the  Bank's  charter; 

4.  The  promotion  of  human  rights  is  irrelevant  to 
the  Bank's  central  purpose — to  facilitate  the 
foreign  trade  of  the  United  States — and  the  sub- 
jection of  the  Bank's  operations  to  human  rights 
criteria  increases  the  complexity  of  an  already 
too  great  burden  of  administration;  and 

5.  There  are  few  products  or  technologies  where  U.S. 
restrictions  can  effectively  deny  an  economic 
capability  to  a  foreign  country. 

Burdensome  Criteria  Involved 
in  Bank  Processing  of 
Applications  for  Financing 

The  Bank  already  must  take  into  account  so  many  statutory  and 
other  criteria  in  acting  on  applications  that  its  documentation  require- 
ments and  response  time  are  excessive  compared  with  foreign  export 
financing  institutions.  Even  though  this  is  the  case,  the  possibility 
has  been  raised  by  the  Council  on  Environmental  Quality  that  Eximbank 
may  in  the  future  have  to  undertake  environmental  analyses  of  certain  of 
the  transactions  it  supports.  If  this  were  to  happen,  it  would  result 
in  intolerable  delays  and  probably  a  very  substantial  loss  of  export 
business. 


Our  February  9  testimony  before  the  Subcommittee  on  bills 
dealing  with  the  Bank's  role  in  South  Africa  also  included  comment  on 
the  disturbing  growth  of  impediments  to  a  vigorous  international 
economic  policy,  particularly  in  the  export  area.  While  that  testimony 
is  not  repeated  in  this  statement,  it  is  important  to  note  in  connection 
with  the  Subcommittee's  review  of  the  Export-Import  Bank  Act  that  recent 
government  actions  which  burden  exports  include:  enactment  of  antiboycott 
provisions  in  the  Tax  Reform  Act  of  1976;  extension  of  U.S.  export  con- 
trols to  prohibit  sales  of  all  products  and  technical  data  to  military 
and  police  entities  in  South  Africa  and  Namibia;  a  tougher  Executive 
branch  stance  in  restricting  exports  to  limit  nuclear  proliferation; 
and  adoption  of  legislation  to  reduce  the  earned  income  exclusion  of 
U.S.  taxpayers  employed  abroad. 

As  national  policies  are  shaped  with  respect  to  foreign  trade, 
we  hope  that  the  consequences  of  such  actions  as  these  will  be  carefully 
considered  before  adopting  policies  which  would  further  Impair  our 
foreign  trade  position. 
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Role  of  Eximbank  In  Supporting  Capital 
Goods  Exports 

Importance  of  Financing  In 
Exports  af  Capital  Goods 

Exports  of  most  types  of  machinery  require  that  credit  he  extended 
on  either  a  medium-  or  long-term  basis  to  foreign  customers   Indeed,  a 
growing  portion  of  capital  goods  exports  is  accounted  for  by  massive  projects 
in  the  electric  power,  transportation  wining,  and  industrial  sectors,  and 
these  projects  require  very  large  amounts  of  financing  on  extended  terms. 
Thus  the  extent  to  which  U.S.  exporters  will  continue  to  be  able  to  Increase 
exports  will  depend  to  a  very  large  degree  on  the  ability  of  the  Export-Import 
Bank  and  private  U.S.  financing  institutions  Cnotably  commercial  banks)  to 
provide  medium-  and  long-term  financing  for  exports. 

Inclusion  of  competitive  financing  terms  in  the  marketing  package 
may  be  as  Important  as  the  price  of  the  product  (or  project).  Therefore, 
U.S.  firms  have  an  acute  interest  in  the  availability,  sources  and  terms 
of  capital,  and  export  credit  guarantees  and  insurance.  This  is  true  of 
capital  goods  companies  of  all  sizes   for  moat  companies,  outside  financing 
— for  domestic  as  well  as  for  export  business — is  critical.  Many  orders  for 
machinery  require  lead  times  of  months  or  even  years  and  unit  costs  of 
sales  may  be  very  large  in  terms  of  a  company's  resources   Even  companies 
that  have  ample  resources  use  outside  funds  to  finance  international  oper- 
ations, particularly  where  currency  convertibility  and  other  political 
risks  are  involved.  They  recognize  that  it  is  generally  better  for  these 
risks  to  he  left  to — or  shared  with — Institutions  that  are  specialized  to 
undertake  them  and  are  also  experienced  In  evaluating  whether  or  not 
financing  or  investing  In  a  given  instance  is  wise. 

MAPI  member  companies  use  all  of  the  programs  of  Eximbank — 
direct  loans  and  financial  guarantees  (for  extended  term  transactions), 
commercial  bank  guarantees  Cfor  medium-term  transactions),  short-  and 
medium- term  export  credit  insurance  offered  by  the  Foreign  Credit  Insur- 
ance Association  in  cooperation  with  Eximbank,  and  the  Cooperative 
Financing  Facility  Cfor  medium-term  transactions) . 

Coap e  t  i 1 1  v e ,  Fq s  1 1  ion  _of_  .U.S. 
Capital  Goods  Exports 

Two  brief  observations  with  respect  to  the  competitive  position 
of  the  United  States  are  pertinent: 

—  After  sharp  Increases  in  U.S.  capital  goods  exports 
in  1972-75,  the  1976  gain  was  much  more  modest  and 
data  for  the  first  six  months  of  1977  suggest  an 
even  smaller  increase— and  perhaps  a  decrease  In 
real  terms— for  the  year  as  a  whole.  Since  eco- 
nomic recovery  is  still  weak  In  the  industrial 
nations  and  most  of  the  less  developed  countries 
and  there  is  little  prospect  that  any  other  region 
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can  provide  a  boost  to  U.S.  exports  comparable  to 
that  provided  since  1974  by  the  oil-rich  Middle 
East,  it  seems  probable  that  significant  gains 
will  become  increasingly  difficult  to  achieve. 

—  At  the  same  time  that  the  private  sector  must  ex- 
pand its  effort  in  the  export  field,  government 
should  remove  and  avoid  creating  new  roadblocks 

to  exports  where  this  is  appropriate.  Also,  govern- 
ment should  be  vigilant  in  examining  new  policies 
and  new  administrative  procedures  which  burden  U.S. 
exports  and,  therefore,  limit  the  potential  for 
Improvement . 

We  want  to  underline  the  point  that  significant  gains  in  exports 
are  going  to  be  increasingly  difficult  to  achieve.  Further,  we  believe 
gains  of  the  magnitude  needed  to  Improve  our  balance  of  trade  position 
cannot  be  achieved  if  U.S.  exporters  are  not  provided  with  export  financing 
facilities  fully  competitive  with  those  provided  to  exporters  in  the  other 
industrial  countries. 

Restrictions  on  Eximbank  Activities  in  Specific 
Countries — Present  and  Proposed 

Present  Prohibitions 
and  Restrictions 

The  Bank's  activities  are  prohibited  for  reasons  of  U.S.  Govern- 
ment policy  Cstatutory  and  other)  in  the  following  countries: 

—  The  Soviet  Union  and  all  of  the  countries  of  Eastern 
Europe  except  Yugoslavia,  Poland  and  Romania;/! 

—  The  People's  Republic  of  China  and  the  other 
communist  countries  of  Asia; 

—  Cuba;  and 

—  Rhodesia. 

In  addition,  the  Bank's  activities  in  South  Africa  are  severely 
limited,  and  there  are  proposals  currently  before  the  House  to  prohibit,  or 
restrict  further,  Eximbank  support  for  exports  to  that  country.   0!API 
appeared  before  the  Subcommittee  on  February  9,  1978,  to  oppose  these  pro- 
posals and  our  testimony  on  this  matter  is  summarized  later  in  this  statement.) 
Further,  the  denial  of  financing  on  "human  rights"  grounds  for  transactions  in 
Chile  and  Uruguay  has  put  a  "cloud"  over  prospects  for  future  transactions  In 
those  countries  as  well  as  others  with  questionable  "human  rights"  practices. 

1/    According  to  press  reports,  understandings  have  been  reached  with  Hungary 
which  may  lead  to  Eximbank  support  for  U.S.  exports  to  that  country  and 
most-favored-nation  tariff  treatment  for  its  exports  to  the  United  States. 
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To  our  knowledge  none  of  the  Bank's  competitors  in  other  indus- 
trial nations  operate  under  similar  constraints   It  appears  to  us  that 
the  proliferation  of  legislative  and  other  restrictions  on  Eximbank  ac- 
tivities has  proceeded  without  adequate  consideration  of  the  following: 

—  Eximbank  was  established — and  operates — to  assist 
United  States  exporters.  The  transactions  it  sup- 
ports involve  the  export  of  UtS  goods  and  services. 
Exports  of  most  types  of  machinery  require  that 
credit  be  extended  on  either  a  medium-  or  long-term 
basis  to  foreign  customers   Indeed,  a  growing  por- 
tion of  capital  goods  exports  is  accounted  for  by 
large  projects  which  require  very  large  amounts  of 
financing  on  extended  terms   To  the  extent  that 
withdrawal  of  Eximbank  support  should  result  in 
lost  exports,  U.S.  exporters  and  their  employees 

of  course  suffer. 

—  There  are  very  few  products  or  technologies  where 
U  S  restrictions  can  effectively  deny  an  economic 
capability  to  a  foreign  country.  That  is,  there 
are  very  few  items  which  foreigners  "must"  purchase 
from  the  United  States. 

At  this  point  we  want  to  address  in  more  detail  CD  the  restric- 
tions on  Eximbank  participation  in  transactions  with  the  Soviet  Union  and 
most  other  communist  countries,  and  (2)  the  "human  rights"  criteria  for 
judging  transactions.   In  addition  our  February  9  statement  dealing  with 
proposals  concerning  Eximbank  activity  in  South  Africa  is  summarized  below. 

The,  prohibition  on  Bank  activities  in  certain  communis t 
coun tries. — Provisions  in  the  Trade  Act  of  1974  forbid  the  President  from 
extending  government  (i.e.!  Eximbank)  financing  to  communist  countries 
which  do  not  recognize  the  right  of  emigration  and,  as  noted,  these  pro- 
visions prevent  the  Bank  from  supporting  exports  to  the  Soviet  Union  and 
all  of  the  other  countries  of  Eastern  Europe  except  Poland,  Yugoslavia 
and  Romania.   In  addition,  the  Export-Import  Bank  Act  sets  forth  specific 
statutory  ceilings  on  0-)  the  level  of  loans  and  guarantees  which  may  be 
outstanding  at  any  one  time  to  the  Soviet  Union  and  (2)  the  amounts  which 
may  be  used  to  support  specific  types  of  activities  in  the  Soviet  Union 
related  to  energy  resources. 

We  believe  that  it  Is  inappropriate  to  Include  specific  limi- 
tations of  this  kind  in  multi-year  extensions  of  the  Bank's  charter.  The 
Bank's  principal  function  is  a  commercial  one — to  support  U.S.  exports — 
and  its  management  should  have  the  flexibility  to  meet  changing  world 
conditions   This  view  was  supported  In  recent  testimony  by  former  Under 
Secretary  of  State  George  W.  Ball  before  a  congressional  subcommittee  on 
a  bill  to  permit  Eximbank  to  support  exports  to  the  People's  Republic  of 
China.  Although  Mr.  Ball  was  addressing  the  question  of  Eximbank  support 
for  sales  to  China,  his  remarks  also  apply  to  restrictions  on  Eximbank 
activities  in  other  countries  (communist  and  noncommunist) : 
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.  .  .  Over  the  years,  the  extension  of  Export-Import 
bank  credits  has  been  a  central  instrument  in  pro- 
moting and  maintaining  American  foreign  trade.  It 
has  enabled  American  manufacturers  and  exporters  to 
compete  with  their  foreign  counterparts  who  have  the 
benefit  of  similar  facilities  in  their  own  countries, 
some  of  which  provide  expor  credits  that  are  even 
more  favorable  than  those  of  the  Export- Import  bank. 
I  make  this  point  to  emphasize  a  consideration  that 
is  sometimes  overlooked:  Export -Import  bank  credits 
are  not  primarily  designed  to  help  foreign  countries, 
and  the  extension  of  such  credits  should  not  be  con- 
sidered as  a  special  privilege  we  confer  on  foreign 
governments.  If  foreign  countries  cannot  buy 
their  goods  from  the  United  States  on  a  basis 
of  financing  comparable  to  that  extended  by  other 
countries  they  will  buy  them  from  those  other 
countries— and  not  from  America. 

Particularly  at  the  present  time,  when  the 
United  States  is  running  massive  balance  of  payments 
deficits  there  is  every  reason  for  extending  Ex- 
port-Import bank  facilities  as  broadly  as  possible. 
Exceptions  should  he  made  only  where  there  is  a 
persuasive  case  for  discouraging  trade  with  a  partic- 
ular country.  I  certainly  do  not  find  such  a  case 
with  respect  to  trade  with  the  People's  Republic  of 
China  ._/l 

The  matter  of  a  resumption  of  Eximbank  activity  in  the  Soviet 
Union  was  examined  by  Professor  Daniel  Yergin  of  Harvard  in  a  1977  article 
in  Foreign  Affairs. /2  Among  other  things,  Professor  Yergin  concluded: 

—  If  agricultural  sales  are  omitted,  it  is  clear 
that  U  S  -Soviet  trade  is  actually  in  stagnation. 
CAc cording  to  Department  of  Commerce  data,  U.S. 
exports  of  manufactured  goods  to  the  Soviet  Union 
declined  from  $67Q  million  in  1975  to  $547  million 
in  1977.) 

—  While  there  are  legitimate  concerns  about  Eximbank 
involvement  in  U.S. -Soviet  Union  trade  (political 


1/     See  testimony  of  George  W„  Sail,  Senior  Managing  Director,  Lehman 

Brothers  Kuhn  Loeb  Incorporated!  before  the  Subcommittee  on  International 
Trade,  Investment  and  Monetary  Policy  of  the  House  Committee  on  Banking, 
Finance  and  Urban  Affairs,  on  H.R.  8196,  January  26,  1978. 

2/  See  "Politics  and  Soviet-American  Trade:  The  Three  Questions/1  by 
Daniel  Yergin,  Foreign  Affairs >  April  1977,  pp.  517-538, 


Digitized  by  VjOOQ IC 


563 

and  financial),  the  basic  stakes  Involved  In 
attempting  to  expand  economic  relations — in  which 
Exirabank  would  be  an  important  factor — are  so  Im- 
portant that  the  United  States  must  try  to  develop 
common  interests  with  the  Soviet  Union. 

It  also  should  be  noted  that,  even  though  U.S.  exports  to  the 
Soviet  Union  of  machinery  and  transport  equipment  Cthe  sector  which  is  most 
adversely  affected  by  the  absence  of  Eximbank  support)  increased  sharply 
from  1972-75*  they  totaled  only  $530.6  million  in  1975./1  This  volume 
represented  only  12  7  percent  of  total  exports  to  the  Soviet  Union  of 
such  equipment  by  members  of  the  Organization  f->r  Economic  Cooperation 
and  Development  COECD) ,  which  includes  the  United  States  and  the  other 
non communist  industrial  countries.   (The  U.S.  share  of  OECD  exports  of 
machinery  and  transportation  equipment  to  all  destinations  has  been  In 
the  20-22  percent  range  in  recent  years    West  Germany's  share  of  OECD 
exports  of  machinery  and  transport  equipment  to  the  Soviet  Union  in  J.975 
was  27.2  percent,  France's  was  13.5  percent,  and  Japan's  was  10.3  percent. 

Application  of  "human  rights'*  criteria. — Eximhank  has  reported 
that  it  denied  one  direct  credit  to  a  public  buyer  in  Chile  on  human 
rights  and  economic  grounds  and  it  is  our  understanding  that  financing 
also  has  been  denied  for  a  transaction  involving  Uruguay  st  least  in 
part  on  human  rights  grounds. 

We  are  of  the  opinion  that  "leverage"  afforded  by  the  Bank's 
programs  has  been  used  in  the  past  more  often  than  is  in  the  U.S.  national 
interest  to  attempt  to  further  specific  foreign  policy  objectives ,  The 
more  recent  application  of  vague  "human  rights"  criteria  to  its  operations 
represents  a  major  extension  of  the  concept  of  using  the  Bank's  resources 
for  noncommercial  purposes- — in  this  case  for  inducing  changes  in  foreign 
countries  '  domestic  policies.  While  the  impulse  from  the  Congress  and 
the  Executive  branch  for  this  policy  is  understandable,  we  do  not  believe 
that  the  use  of  the  Bank  to  further  human  rights  progress  abroad  is  sound 
on  a  number  of  grounds: 

—  Bank  involvement  in  efforts  to  promote  human  rights 
is  not  germane  to  its  central  objective  of  fostering 
US,  exports,  employment  and  production  resources. 
CJn  view  of  our  balance  of  trade  problems,  this 
should  be  a  major  consideration.) 

—  Although  the  Bank  is  an  instrumentality  of  the  U.S. 
Government,  its  traditional  function  has  been  as  s 
catalyst  to  enable  private  transactions  to  go  forward 
fay  supplementing  private  financing  resources.  Thus 
the  transactions  it  assists  are  essentially  private 
transactions. 

T/  According  to  Department  of  Commerce  data,  U.S.  exports  of  machinery  and 
transport  equipment  to  the  Soviet  Union  declined  in  1976  and  1977  and 
in  the  latter  year  totaled  only  $374  million.  We  do  not  have  comparable 
data  for  other  OECD  members. 
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—  The  Bank  is  not  a  foreign  aid  agency.  Its  loans  are 
made  on  terms  which  are  conventional  in  international 
commerce  and  must  be  repaid  in  dollars  with  interest. 

—  The  application  of  human  rights  criteria  has  resulted 
in  further  additions  to  the  already  lengthy  list  of 
countries  where  the  Bank  s  activities  are  circumscribed, 
adds  one  more  factor  for  the  Bank  to  consider,  and  can 
result  in  delay  in  acting  on  applications  for  financing. 

—  International  competition  for  exports  is  intense  and, 
while  the  United  States  enjoys  a  technological  lead 

in  certain  product  lines  there  ate  very  few— if  any — 
lines  where  the  United  States  can  deny  an  economic 
capability  to  a  foreign  country   Thus  withholding 
U.S  export  financing  assistance  for  a  given  trans- 
action on  the  Basis  of  human  rights  or  other  non- 
economic  criteria  will  simply  result  in  most  in- 
stances In  the  transfer  of  the  business-  to  other 
countries  whose  government^ supported  export  financing 
agencies  do  not  apply  such  criteria. 

—  The  addition  of  human  rights  criteria  to  the  Bank's 
operations  increases  the  already  complex  administration 
of  Its  programs   As  will  be  discussed  later  Eximbank 
currently  must  "take  into  account"  so  many  statutory 
and  other  criteria  in  acting  on  applications  for 
financing  that  its  documentation  requirements  and 
response  time  are  excessive  compared  with  those  of 
foreign  export  financing  institutions.  Delay  can  of 
course  result  in  lost  orders. 

Proposals  To  Prohibit  Eximbank 
Participation  in  Transactions 

Involving  South  Africa 

There  are  proposals  before  the  Subcommittee  which  would  prohibit 
or  further  restrict  the  Hank  from  supporting  transactions  involving  the 
Republic  o  South  Africa*  As  noted  above,  MAPI  participated  in  the 
February  9  hearings  on  those  proposals.  It  would  be  useful  to  summarize 
here  the  points  made  in  that  testimony: 

—  The  Bank's  current  role  in  South  Africa  is  a  very 
modest  one.  Of  most  significance  from  the  point  of 
view  of  the  exporting  community  is  the  fact  that  the 
Bank  does  not  extend  direct  loans  or  financial  guaran- 
tees for  transactions  involving  South  Africa.   This 
policy  has  resulted  In  the  loss  of  major  orders  for 
projects  Involving  coal  gasification,  electric  power, 
and  petroleum  and  petrochemicals. 
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The  U.S.  market  position  In  Sooth  Africa— with 
respect  to  total  exports  and  exports  of  capital 
goods — is  a  strong 4  but  not  dominant  one.  In  1975 
Cthe  most  recent  year  for  which  comparable  inter- 
national data  are  available)  total  OS  exports  to 
South  Africa  were  $1,3  billion,  IB. 5  percent  of  total 
exports  of  $7  0  billion  by  all  OECD  members.  The  U.S. 
share  of  total  OECD  exports  was  less  than  that  of 
the  United  Kingdom  (21*6  per cent 1  and  West  Germany 
(19.6  percent)   With  respect  to  machinery  and 
transport  equipment,  U.S.  exports  totaled  $935 
billion,  IB. 7  percent  of  total  OECD  exports 
Again  the  shares  of  the  United  Kingdom  (21.8 
percent)  and  West  Germany  C22.3  percent)  nere 
larger  in  this  broad  product  category. 

To  the  extent  that  withdrawal  of  Ex-fwhank  support 
should  result  in  lost  exports,  U.S.  exporters  and 
their  employees  would  of  course  suffer,  whether 
South  Africa  would  be  adversely  affected  would 
depend  on  the  ability  of  the  purchaser  there  to 
obtain  the  equipment — and  financing — from  other 
sources. 

No  industrial  nation  export  credit  institution 

denies  support  for  exports  to  South  Africa  except 
The  Nether  lands  ./l  In  1975  the  most  recent  year 
for  which  comparable  data  axe  available ,  the  Export- 
Import  Bank  supported  6  percent  of  U.S.  capital  goods 
exports  to  South  Africa.  Among  our  major  competitors, 
export  credit  institutions  supported  capital  goods 
exports  in  the  following  percentages:  United  Kingdom » 
18  percent;  Prance,  11  percent  Japan,  7.9  percent; 
Canada,  7  percent;  Italy,  6  percent;  and  Germany,  1 
percent. 

The  unavailability  of  an  Exlmbank  guarantee  or 
insurance  Is  more  likely  to  result  in  losses  of 
business  affecting  smaller  banks  or  companies  which 
may  not  have  the  financial  resources  or  knowledge 
of  foreign  markets  to  undertake  the  transaction 
The  larger  companies  not  only  have  greater  financial 
and  Information  resources  but  also  may  have  manu- 
facturing facilities,  in  other  countries  to  whlcfc. 
they  can  divert  the  order. 


1/  There  have  been  reports  that  Canada,  as  well  as  The  Netherlands, 

denies  export  financing  for  transactions  involving  South  Africa,  It 
is  our  understanding  that  Canada's  customary  cover  for  medium-term 
transactions  is  still  available  for  sales  to  South  Africa   It  should 
be  noted  that  exports  of  machinery  and  transport  equipment  by  Canada 
and  The  Netherlands  to  South  Africa  were  less  than  $100  million  for 
each  country  in  1975. 
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Statutory  and  Other  Criteria  Involved  in  Bank  Processing 
of  Applications  for  Financing — Present  and  Proposed 

Eximbank  must  take  into  account  so  many  statutory  and  other 
criteria  in  acting  on  applications  for  financing  that  its  documentation 
requirements  and  response  time  are  excessive  compared  with  foreign  export 
financing  institutions.   It  seems  that,  with  every  extension  of  the 
Export-Import  Bank  Act,  additional  factors  are  added  which  the  Bank 
must  "take  into  account."  In  the  Executive  branch,  the  Council  on 
Environmental  Quality  recently  has  proposed  that  government  departments 
and  agencies  undertake  an  environmental  assessment  with  respect  to 
"major  federal  actions"  which  "significantly"  affect  the  environment 
in  foreign  countries.  Since  this  proposal  would  apply  to  "major"  actions 
by  Eximbank,  as  well  as  other  government  entities,  it  holds  out  the 
prospect  that  the  Bank  may  be  required  to  undertake  environmental  analyses 
of  certain  of  the  transactions  it  supports,  thus  adding  an  additional 
complicating  and  time-consuming  factor  to  its  review  process. 

There  follows  a  brief  discussion  of  the  present  criteria  of 
the  Bank  in  acting  on  applications  and  the  implications  of  the  Council's 
proposal  that  environmental  impacts  in  foreign  countries  be  assessed  by 
the  Bank. 

Present  Criteria 

Pursuant  to  provisions  of  the  Export-Import  Bank  Act,  the  Bank 
must,  in  considering  applications  for  financing: 

—  Evaluate  applications  from  the  standpoint  of 
"reasonable  assurance  of  repayment"  which  involves 
detailed  study  of  technical  and  economic  feasi- 
bility, managerial  competence,  and  prospects  for 
dollar  availability  to  repay  the  loan.   (An  evalua- 
tion of  factors  bearing  on  repayment  prospects  is  of 
course  entirely  appropriate.  However,  it  is  our 
understanding  that  the  Bank's  documentation  require- 
ments are  greater  than  those  of  its  competitors.) 

—  Evaluate  the  extent  to  which  private  financing  is 
available  on  reasonable  terms.   (This  is  not  as 
easy  as  it  sounds.  Commercial  financing  institu- 
tions may  be  willing  to  participate  in  transactions 
on  what  they  consider  "reasonable  terms."  However, 
the  terms — including  the  amount  of  the  interest  rate, 
the  fact  that  it  is  "floating,"  etc. — may  not  seem 
reasonable  to  the  foreign  prospective  borrower  who 
has  received  more  attractive  offers  from  foreign 
competitors  of  the  U.S.  exporter  who  are  supported 
by  government  export  credit  institutions.  Judgments 
in  this  area  are  frequently  difficult  and  can  be 
"close."  If  the  Bank  is  wrong,  the  exporter  may  lose 
the  order.) 
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—  Take  into  account  any  serious  adverse  effect  of  a 
loan  or  guarantee  on  the  competitive  position  of 
U.S.  industry,  the  availability  of  materials  in 
short  supply  in  the  United  States,  and  employment 

in  the  United  States.  While  "short  supply"  does  not 
pose  a  serious  problem  for  the  Bank  now,  evaluation 
of  the  employment  effects  of  a  proposed  transaction 
can  involve  very  complicated  analysis. 

—  Obtain  from  the  Department  of  State  guidance  with 
respect  to  the  "human  rights"  implications  of  pro- 
posed transactions. 

—  In  the  case  of  large  transactions,  report  to  the  Con- 
gress in  advance  of  approval  certain  information  con- 
cerning the  transaction. 

Proposal  by  Council  on  Environmental 
Quality  To  Require  Assessment  of 
Environmental  Impacts  Abroad 

Earlier  this  year  the  Council  on  Environmental  Quality  (CEQ) 
sent  to  other  government  departments  and  agencies  for  their  comment 
draft  regulations  setting  forth  that  agency's  view  of  the  applicability 
of  the  National  Environmental  Policy  Act  (NEPA)  to  federal  activities 
abroad.  With  some  qualifications,  the  CEQ  proposal  would  require  that 
environmental  considerations  be  taken  into  account  with  respect  to  "major 
federal  actions"  which  "significantly"  affect  the  environment  in  foreign 
countries.  Although  the  applicability  of  NEPA  to  transactions  abroad  is 
still  being  debated  in  the  Executive  branch  and  the  eventual  reach  of 
this  proposal  cannot  yet  be  anticipated,  as  drafted  it  would  appear  to 
apply  to,  among  other  federal  programs,  Exlmbank's  export  support  programs 
and  the  export  licensing  activities  of  the  Departments  of  Commerce  and 
State  and  the  Nuclear  Regulatory  Commission. 

It  should  be  noted  that  the  CEQ  Draft  Provisions  contain  several 
qualifications  which  recognize  that  individual  agency  procedures  would 
need  to  take  account  of  "the  practical  considerations  of  operating  in 
the  international  context."  Among  such  considerations  mentioned  In  the 
draft  are  "diplomatic  considerations  and  relative  unavailability  of  infor- 
mation" and  "international  commercial  competition  and  confidentiality." 
Full  recognition  of  those  factors — and  certain  others  in  the  CEQ  draft- 
could  well  relieve  the  Bank  and  certain  other  departments  and  agencies 
from  most  of  their  responsibilities  under  the  CEQ's  Interpretation  of 
NEPA,  but  we  doubt  that  this  is  the  CEQ  intent. 

We  are  presently  in  the  process  of  preparing  a  detailed  study 
of  this  CEQ  initiative.  While  our  study  is  not  yet  complete,  we  can 
offer  the  following  observations: 

—  It  is  by  no  means  clear  that  NEPA  requires  an 
assessment  of  environmental  impacts  which  might 


Digitized  by  VjOOQ IC 


568 


be  "significant"  in  foreign  countries  which  could 
result  from  "major  federal  actions."   (Neither 
the  statute  nor  the  draft  regulations  define  with 
much  precision  "significant"  or  "major  federal 
actions.")  While  CEQ  asserts  that  NEPA  requires 
such  an  assessment,  other  agencies  believe  that 
it  does  not.   In  an  opinion  issued  last  summer  in 
a  case  involving  an  application  to  expor  nuclear 
equipment  to  West  Germany,  the  Nuclear  Regulatory 
Commission  (NRC)  concluded  that  NEPA  does  not  require 
it  to  prepare  an  individual  environmental  statement 
assessing  impacts  of  a  particular  export  on  terri- 
tory within  the  sovereign  jurisdiction  of  a  foreign 
government.  This  opinion  also  is  held  by  Eximbank, 
which  has  been  contesting  a  suit  on  this  issue 
initiated  in  early  1977  and  probably  is  held  by 
a  number  of  other  departments  and  agencies.   The 
government  and  the  plaintiffs  In  the  Eximbank.  case 
have  asked  the  court  for  an  indefinite  delay  in 
the  trial  to  allow  the  Executive  branch  time  to 
work  out  a  uniform  government  policy  concerning 
environmental  impacts  abroad. 

While  the  CEQ  draft  states  that  "agencies"  are  to 
conduct  the  analyses  which  it  says  are  required  in 
connection  with  certain  exports,  there  cannot  be 
any  doubt  that  the  exporter  will  have  to  provide 
most  of  the  data  on  which  the  assessment  will  be 
based.  Most  companies  so  involved  probably  would 
have  to  hire,  or  retain,  individuals  with  expertise 
in  environmental  affairs,  thus  adding  to  their  costs. 
Presumably  this  also  would  be  the  case  with  Eximbank. 

Since  Eximbank  could  not  possibly  maintain  sufficient 
in-house  expertise  to  evaluate  the  environmental 
impact  of  the  broad  range  o  projects  which  it  re- 
views, proposed  exports  would  have  to  be  referred  to 
other  departments  and  agencies  for  the  basic  environ- 
mental assessment  or  comment.   This  of  course  Increases 
the  likelihood  of  intolerable  delay  and  of  disclosure 
of  the  pending  transaction. 

Any  significant  lengthening  of  the  time  required  for 
the  Bank  to  process  applications— uot  to  mention  the 
months  or  years  of  delay  sometimes  Involved  in  the 
processing  of  environmental  impact  statements  by 
other  federal  agencies — could  have  serious  adverse 
effects  on  U  S.  exporters  because  Eximbank  s  foreign 
competitors  do  not  operate  under  such  constraints. 

If  the  Executive  branch  concludes  that  NEPA  requires 
an  assessment  by  Eximbank  of  environmental  Impacts  in 
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foreign  countries,  it  should  seek  an  amendment  to  the 
statute  stating  that  it  does  not.  U.S.  leadership  in 
improving  the  world 'a  environment  should  be  directed 
toward  internationalizing  the  effort  through  the 
united  Nations  Environmental  Program  and  the  OECD 
which  already  have  undertaken  significant  activities 
in  this  field.  If  a  more  aggressive  U.S.  posture  is 
called  for,  perhaps  the  U.S.  Government  could  offer, 
through  the  Agency  for  International  Development  (AID) 
which  is  gaining  expertise  in  environmental  matters* 
consultative  services  to  foreign  governments  within 
whose  borders  major  projects  are  contemplated  which 
could  have  significant  environmental  effects.  Such 
an  approach  would  not  only  assuage  foreign  govern- 
mental sensitivities,  but  would  also  relieve  U.S. 
exporters  of  the  additional  costs  and  delays  which 
would  result  from  the  present  CEQ  approach. 


We  hope  this  statement  will  prove  useful  to  the  Subcommittee. 
If  we  can  be  of  any  further  assistance  to  the  Subcommittee,  please  let 
us  know. 

Respectfully, 


L^Uf^o^- 


Senior  Vice  President 

CID:sss 
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PFIZER  INC.,  236  EAST  42nd  STREET,  NEW  VORK,  N.  Y. 


^ziz7^  m^ws.  m8 


Honorable  Stephen  L.  Neal,   Chairman 
Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policy 
U.S.   House  of  Representatives 
Washington,   D.C.   20515 

Dear  Chairman  Neal: 

As  chairman  of  the  Emergency  Committee  for  American  Trade  --an  organiza- 
tion of  63  leaders  of  U.S.    industry  and  banking  --  I  should  like  to  express  our 
full  support  for  the  Administration's  proposals  regarding  the  Export-Import 
Bank.     We  believe  that  a  five-year  extension  of  Eximbank's  operating  authority, 
through  September  30,   1983,   a  $15  billion  increase  in  its  overall  lending, 
guarantee  and  insurance  authorities,   and  a  $5  billion  increase  in  its  fractional 
reserve  authority  would  greatly  facilitate  the  growth  of  U.S.   exports.     Export 
expansion  is  vital  to  the  U.S.   national  interest.     It  is  a  positive  approach  to 
narrowing  the  trade  and  balance  of  payments  deficits.     Exports  can  create  jobs 
at  home,   lower  unit  costs  and  help  .dampen  inflationary  pressures. 

We  would  also  support  legislative  proposals  to  increase  the  Bank's  capability 
to  carry  out  its  statutory  mandate  to  offer  credit  on  competitive  terms.     In  par- 
ticular,  we  urge  the  Congress  to  give  serious  consideration  to  permitting  the 
Bank  to  meet  the  terms  of  our  major  competitors  when  they  blend  their  foreign 
aid  funds  with  commercial  credits  to  provide  unusually  low  rates  at  extended 
maturities.     Such  authority  would  not  only  permit  U.S.   exporters  to  compete 
for  business  that  now  is  unavailable  to  them,  but  would  give  the  United  States 
an  effective  tool  to  persuade  other  countries  to  reduce  international  credit 
competition. 

With  respect  to  our  exports  to  the  poorer  developing  countries,   we  believe  that 
the  Congress  should  modify  existing  requirements  that  inhibit  the  Bank's  lending 
authority.     These  countries  offer  important  potential  markets  for  U.S.   goods  and 
services  but  by  the  very  nature  of  their  low  economic  base  and  their  drive  for 
development  their  credit  standing  may  be  such  that  lenders  cannot  be  reasonably 
assured  that  every  obligation  will  be  met.     Those  developing  countries  making 
the  best  record  in  economic  growth  may  be  the  very  ones  most  strained  at  present. 
However,  their  long  term  potential  as  buyers  of  American  exports  is  high.     It 
would  simply  be  good  business  for  us  to  take  slightly  additional  risks  with  them 
now  to  maintain  our  current  markets  and  secure  the  promise  of  future  business. 
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We  also  urge  Congress  to  consider  two  changes  in  the  requirement  for  a  25- 
legislative-day  review  period  on  transactions  of  over  $60  million.     First,   we 
suggest  that  the  $60  million  figure  be  increased  by  a  factor  to  cover  inflation 
over  the  past  four  years  and  projected  inflation  through  the  extension  of  the 
Bank's  authorities.     If  the  figure  remains  fixed  at  $60  million,  an  increasing 
number  of  transactions  would  probably  have  to  be  referred  to  the  Congress, 
which  might  hamper  the  Bank's  response  to  U.S.   exporters'  needs  for  timely 
credit  decisions.     Secondly,   we  suggest  that  the  25 -legislative -day  review 
period  be  amended  to  avoid  delays  when  the  Congress  is  adjourned.     This 
year,   Congress  may  not  meet  from  October  to  January.     Some  significant 
export  business  could  be  lost  if  no  allowance  were  made  for  decisions  to  be 
taken  during  such  periods. 

We  would  be  grateful  for  your  consideration  of  these  recommendations  and  for 
your  including  this  letter  in  the  record  of  the  subcommittee's  hearings. 


Sincerely, 


<4\  ^^c\ 


Edmund  T.   Pratt,   Jr. 


25-303  O  -  78  -  37 
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Westinghouse  L^,a„VN2Le 

Electric  Corporation  wanton  DC20006 

March  23,    1978 


The  Honorable  Stephen  L.  Neal,  Chairman 
Subcommittee  on  International  Trade, 

Investment  and  Monetary  Policy 
Committee  on  Banking,  Finance  and 

Urban  Affairs 
U.S.  House  of  Representatives 
Washington,  D.  C.    20515 

Dear  Mr.  Neal: 

For  many  years  the  availability  -of  Ex-Im  Bank  financing  has 
been  essential  to  the  export  business  of  Westinghouse  Electric 
Corporation.   This  business  has  been  good  for  our  stockholders, 
for  our  employees  and  for  the  economy  of  the  United  States.   We 
urge  your  committee  and  the  Congress  to  extend  Ex-Im  Bank's 
charter  for  five  years  and  to  increase  its  lending  authority  to 
$40  billion. 

I  would  like  to  point  out  that  the  support  of  Ex-Im  Bank  is 
now  more  important  than  ever  before  because  U.S.  companies  no 
longer  enjoy  exclusive  technological  advantage  in  most  product 
areas,  including  much  electrical  equipment  and  nuclear  energy. 
American  firms  are  being  challenged  for  overseas  sales  by  vigorous 
competition  from  European  and  Japanese  companies  that  are  just  as 
eager  and  determined  as  we  are  to  sell  their  products  to  foreign 
customers. 

Among  our  many  products  are  large  electrical  power  generating 
plants,  large  power  transformers  and  circuit  breakers,  electric 
motors,  controls,  capacitors,  transportation  equipment,  air- 
conditioning  and  heating  equipment,  and  many  other  products  that 
generate,  transmit,  utilize,  or  control  electricity.   Our  products  - 
many  of  them  items  of  large  capital  equipment  -  can  be  exported  to 
foreign  purchasers  only  if  relatively  long-term  credit  in  substan- 
tial amounts  is  available  to  the  overseas  customers.   United  States 
banks  and  other  privately-owned  financial  institutions  have  not 
made  a  practice  of  extending  long-term  export  credit  in  large 
amounts.   Foreign  lenders  of  such  credits  tie  their  export  loans 
to  their  own  national  manufacturers,  leaving  American  exporters  of 
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manufactured  products  to  rely  principally  on  the  Export-Import 
Bank.   In  order  for  us  to  maintain  our  export  volume,  or  increase 
it,  and  thus  help  to  reduce  the  gross  imbalance  in  the  U.S. 
merchandise  trade  account,  we  believe  we  must  be  able  to  depend 
to  a  very  large  degree  on  the  continued  availability  of  Export- 
Import  Bank  loans  and  guarantees  for  long-term  export  financing. 

Our  company  makes  a  regular  practice  of  checking  the  market 
for  sources  of  export  credit.  We  have  almost  constant  contact 
with  banks  and  other  financial  institutions,  but  experience  has 

clearly  shown  that  the  Ex-Im  Bank  is  the  source  we  must  depend . 

on  for  major  export  credit  which  permits  us  to  compete  with 
foreign  suppliers  in  exporting  our  products. 

Ex-Im  Bank  cooperates  constantly  with  American  banks  to  de- 
velop loan  packages  which  combine  Ex-Im  funds  with  funds  of  private 
lenders,  and  Ex-Im  leads  the  effort  to  obtain  maximum  participation 
by  private  lenders. 

There  have  been  recommendations  from  some  that  an  increase  to 
$40  billion  of  authorized  loans  outstanding  is  more  than  Ex-Im 
will  need  or  should  have.  We  urge  that  the  full  amount  of  the 
$40  billion  be  provided  as  requested  by  the  Administration.   It 
should  be  remembered  that  this  sum  is  a  ceiling.   If  that  total 
amount  is  not  needed,  it  will  not  be  used.  But,  if  it  should  be 
needed,  as  we  believe  it  will,  Ex-Im  might  then  not  have  to  come 
back  to  Congress  for  an  increase.  We  can  visualize  no  advantage 
to  Congress  or  the  country  by  providing  a  loan  ceiling  less  than 
$40  billion. 

Westinghouse  export  business  has  shown  an  increase  in  each  of 
the  past  five  years,  always  with  significant  financial  backing 
from  Ex-Im  Bank,  as  shown  in  the  following  table: 

Westinghouse  Electric  Corporation  Exports 


Year 

Value  of  Export  Orders 
Received 

Export  Financing  by 

Export -Import  Bank 
(Loans  and  Guarantees) 

1973 

$447,787,000 

$189,473,000 

1974 

$710,555,000 

$309,028,000 

1975 

$767,199,000 

$100,907,000 

1976 

$977,427,000 

$539,590,000 

1977 

$1,055,000,000 

$434,000,000 
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Export  orders  for  small  equipment  or  individual  units  of 
larger  equipment  are  frequently  financed  on  a  short  term  basis 
by  the  customers,  by  direct  credit  from  Westinghouse  or  other 
credit,  without  Ex-Im  Bank  loans  or  guarantees.   The  varying 
proportion  of  Ex-Im  credit  from  year  to  year  is  attributable  to 
the  varying  mix  of  products  ordered  from  year  to  year.  Orders 
for  pov/er  plants  and  other  large  projects  require  a  higher  pro- 
portion of  Ex-Im  financing. 

Westinghouse  exports  provide  many  thousands  of  man-years  of 
employment,  directly  by  Westinghouse  and  also  by  the  many  sub- 
contractors from  whom  we  purchase  components. 

We  are  anxious  to  maintain  and  increase  our  export  business, 
and  we  intend  to  offer  good  value  and  good  prices  in  our  ag- 
gressive efforts  to  obtain  foreign  orders.   In  the  past  few  years 
we  have  encountered  a  number  of  instances  of  our  foreign  compe- 
titors receiving  greater  financial  support  for  large  overseas 
project  sales  from  their  government-sponsored  export  lending 
institutions  than  was  available  from  Ex-Im  Bank.   I  want  to 
emphasize,  however,  that  we  are  not  criticizing  the  management 
or  administration  of  the  Ex-Im  Bank.   The  Bank  is  in  excellent 
hands,  and  we  appreciate  the  strong  support  they  undertake  to 
give  American  companies.   We  hope  the  Congress  will  agree  that 
exports  of  large  industrial  and  electric  power  equipment  are  of 
sufficient  importance  to  the  U.S.  economy  to  provide  the  Bank, 
additional  resources  and  greater  flexibility  in  this  type  of 
financing.   A  strong,  well-financed  Ex-Im  Bank  is  essential  to 
increased  exports  from  the  United  States. 

I  would  appreciate  having  this  letter  printed  as  part  of 
the  transcript  of  the  hearings  conducted  by  the  Subcommittee  on 
extending  and  increasing  the  loan  authorization  total  of  Export- 
Import  Bank. 

Sincerely, 

Dwi^ht  J  /  Porter 
Director ,  International 
Government  Affairs 
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STATEMENT  OF 
AEROSPACE  INDUSTRIES  ASSOCIATION  OF  AMERICA,  INC. 
CONCERNING 
EXPORT-IMPORT  BANK  OF  THE  UNITED  STATES 
SUBMITTED  FOR  RECORD  TO 
SUBCOMMITTEE  ON  INTERNATIONAL  TRADE,  INVESTMENT  AND  MONETARY  POLICY 
COMMITTEE  ON  BANKING,  CURRENCY  AND  HOUSING 
U.  S.  HOUSE  OF  REPRESENTATIVES 


The  Aerospace  Industries  Association  of  America,  Inc.,  representing 
the  nation's  major  manufacturers  oi  aircraft  and  related  components  and  equip- 
ment, appreciates  this  opportunity  to  support  the  efforts  of  the  Export-Import 
Bank  of  the  United  States  in  promoting,  and  in  many  instances  making  possible, 
sales  of  American-built  aircraft  in  preference  to  aircraft  of  foreign  manufacture. 

Over  the  past  quarter  century,  the  United  States,  like  many  other 
countries,  has  become  increasingly  dependent  on  foreign  trade.  From  1970  to 
1975,  exports  as  a  percent  of  Gross  National  Product  rose  sharply  in  the  United 
States,  but  in  1975  they  begen  to  fall  off.  Other  industrialized  countries, 
of  which  depend  on  foreign  trade  even  more  than  the  United  States,  have  been 
increasing  their  market  shares.  In  other  words,  while  U.  S.  exports  have  been 
rising,  the  U.  S.  world  market  share  has  declined,  while  the  market  shares  of 
such  countries  as  France,  Germany,  Japan,  Taiwan  and  South  Korea  have  risen. 

The  same  trend  is  becoming  evident  in  the  eircraft  portion  of  the 
U.  S.  export  market.  While  the  dollar  value  of  jetliner  exports,  as  well  as 
the  percent  of  jetliners  built  for  export,  is  Increasing,  U.  S.  market  domlnanc 
is  decreasing.  The  Europeans,  for  Instance,  have  increased  their  market  share 
more  than  threefold  since  1970. 
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Several  factors  account  for  this  trend.  High  on  the  list  are  the 
various  political  and  financial  incentives  offered  by  foreign  government-owned 
aircraft  manufacturers.  In  many  countries,  the  aircraft  industry  is  owned  or 
dominated  by  its  national  government.  Decisions  as  to  what  aircraft  to  build 
and  when  to  build  them  are  often  made  for  totally  non-commercial  reasons  — 
e.g.,  national  prestige,  maintenance  of  defense-related  jobs  and  capabilities, 
etc.  Once  the  particular  aircraft  program  is  started,  for  whatever  reason,  the 
foreign  government  exerts  strong  pressure  on  its  national  airline  to  buy  the 
product  of  its  own  country's  aircraft  manufacturers  in  order  to  recoup  costs. 
This  places  U.  S.  aviation  products  in  direct  competition  with  foreign  govern- 
ments, which  are  often  in  a  position  to  make  political  and  economic  concessions 
which  U.  S.  manufacturers  could  never  match. 

This  trend  is  particularly  damaging  to  aircraft  manufacturers  because 
loss  of  a  single  sale  can  mean  loss  not  only  of  follow-on  business  but  in  some 
cases,  an  entire  market.  When  a  foreign  carrier  selects  an  airplane,  obviously 
it  must  acquire  ground  support  equipment,  training,  spares  and  other  types  of 
support  peculiar  to  that  product.  This  Investment  tends  to  lock  the  buyer  into 
a  given  line,  i.e.,  as  demand  grows  and. additional  planes  are  added  to  the  fleet, 
there  is  a  heavy  prejudice  in  favor  of  continuing  with  the  same  manufacturer. 

Adding  to  the  U.  S.  exporter's  problems  is  the  fact  that  foreign 
export  promotion  banks  —  the  foreign  counterparts  of  the  Export-Import  Bank  of 
the  United  States  —  provide  insurance  programs  against  abnormal  cost  escalations 
(inflation)  and  against  exchange  rate  fluctuations.  The  major  industrial  nations 
of  Europe,  of  course,  had  government-supported  export  financing  facilities  long 
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before  the  Exlabank  was  founded  In  1934.  In  addition,  the  sobers  of  the 
European  Economic  Communi  ty  have  recently  proposed  creation  of  a  new  European 
Export  Bank  to  finance  export  sales,  Including  aircraft. 

The  Export-Import  Bank  Is  the  only  tool  available  to  U.  S.  nenufecturers 
to  offset  their  foreign  government-sponsored  competitors.  A  wholly-owned  nultl- 
bllllon  dollar  U.  S.  Government  corporation,  the  Exlabenk  currently  supports  fro* 
$12  to  $13  billion  In  exports  annually  without  using  tax  funds.  In  fact,  at  the 
end  of  1977,  the  Exlabank  had  returned  about  $981  million  to  the  U.  S.  Treasury 
In  the  form  of  dividends  on  an  original  U.S.  Treasury  Investment  of  one  billion 
dollars  and  had  built  a  contingency  reserve  of  more  than  $1.8  billion.  To 
operate,  the  Bank  borrows  money  from  the  Treasury,  the  Federal  Financing  Bank  and, 
In  the  past,  from  private  money  markets,  to  supplement  Its  original  capital  and 
retained  earnings.  It  uses  this  money  to  provide  direct  credits,  guarantees 
of  loans  made  by  private  financial  Institutions,  and  credit  Insurance  against 
commercial  and  political  risks.  Using  such  services,  foreign  entitles  then  pur- 
chese  U.  S.  products,  made  by  U.  S.  workers. 

By  far  the  largest  share  of  the  jetliner  deliveries  made  In  1975  and 
1976  —  about  60  percent  —  Involved  long  tern  financing  by  the  Export-Import 
Bank  of  the  United  States,  In  conjunction  with  commercial  banks  or  organisations 
such  as  the  Private  Export  Funding  Corporation  (PEFCO).  Of  the  remainder,  about 
one  quarter  were  cash  sales,  about  10  percent  were  financed  with  funds  obtained 
from  foreign  commercial  banks  and  Just  less  than  five  percent  from  funds  negotiated 
In  total  through  banks  domiciled  In  the  United  States. 

The  reasons  for  this  ere  evident.  Because  of  legal  restrictions, 
tradition  and  fear  of  political  risk,  the  traditional  sources  of  long  term  financing, 


Digitized  by  VjOOQ IC 


579 

public  markets,  pension  funds  and  Insurance  coapanl.es,  have  played  a  neg- 
ligible role  in  foreign  trade.  American  commercial  banks,  however,  normally 
extend  only  short  to  medium  term  credit  (5-6  years) .  A  modern  commercial  jet- 
liner could  cost  up  to  $50  million  and  have  a  useful  life  expectancy  of  20  years 
or  more.  While  banks  make  an  exception  for  American  buyers,  they  are  simply 
unwilling  to  Invest  in  the  longer  term  obligations  needed  for  financing  expensive 
capital  equipment  such  as  jetliners  for  foreign  carriers.  Thus,  the  need  for 
the  Eximbank. 

The  Eximbank  is  an  institution  which  benefits  everyone,  including 
American  citizens  with  no  discernible  connection  to  exporting  industries.  Not 
the  least  of  such  benefits  is  Improvement  of  the  U.  S.  balance  of  trade.  In 
1976,  for  example,  the  U.  S.  sold  $2.32  billion  more  in  jet  airliners  than  it 
imported.  In  addition,  initial  spare  parts  and  maintenance  materials  required 
to  keep  foreign-owned,  U.  S. -built  airliners  in  operation  amounted  to  almost 
$950  million  and  foreign  carriers  spent  an  estimated  $330  million  upgrading  or 
modifying  American-made  airplanes  already  in  the  foreign  fleets.  Altogether, 
the  net  trade  balance  was  almost  $3.6  billion.  In  fact,  the  U.  S.  aircraft 
Industry  contributed  more  to  the  balance  of  trade  than  any  other  segment  of  the 
economy  except  agriculture.  This  trend  must  be  continued,  and  if  possible  improved, 
if  the  United  States  is  to  even  partially  offset  needed  imports,  especially  oil. 

Americans  benefit  in  other  ways,  too.  There  are  literally  thousands 
of  small  businesses  across  the  country  which  provide  materials,  parts  and  supplies 
to  the  major  points  of  final  assembly  in  California,  Washington,  Ohio  and  Connecti- 
cut. The  Douglas  DC- 10  program,  for  example,  is  supported  by  more  than  4,000 
suppliers  and  subcontractors;  the  figures  for  the  other  major  jetliners  are  also 
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in  the  thousands.  Including  the  eaployees  of  the  major  airframe  and  engine 
companies  themselves,  more  than  80,000  jobs  across  the  country  depended  on 
deliveries  of  commercial  jets  for  export  in  1975-1976.  Adding  to  this  those 
involved  in  the  follow-on  business  in  spares  and  replacement  items,  according 
to  AIA  estimates,  an  average  of  100,000  U.  S.  employees  owed  their  jobs  directly 
to  the  export  of  commercial  jets  and  related  equipment  in  that  time  period.  We 
also  estimate  that  for  every  10  people  directly  involved,  another  18  Indirectly 
owe  their  livelihood  to  aircraft  exports.  Obviously,  however  one  figures  it, 
substantial  and  diverse  segments  of  the  economy,  from  riveters  to  dry  cleaners, 
depend  on  export  sales  of  commercial  jetliners.  In  addition,  such  sales  produced 
an  average  of  $5.6  billion  in  tax  revenues  in  1975  and  1976  to  all  levels  of 
government . 

Other  advantages  of  exports  include  the  fact  that  volume  production 
of  aircraft  drives  down  the  cost  to  the  U.  S.  Government  of  military  aircraft 
derived  therefrom,  as  well  as  lowering  the  cost  of  civil  versions  purchased  by 
U.  S.  air  carriers.  In  other  words,  the  more  jetliners  built  and  the  more  tech- 
nology developed,  the  less  each  plane  costs.  A  future  program  not  based  on  potential 
foreign  sales  could  be  priced  out  of  the  market  both  in  the  United  States  and 
abroad. 

The  Exlmbank  also  facilitates  the  sale  of  used  airplanes,  which  helps 
American  carriers  rid  themselves  of  surplus  equipment,  thus  improving  their  severely 
stressed  capital  situation. 

Last,  but  far  from  least,  Exlmbank-aided  export  of  American-built 
jet  airliners  spreads  American  technological  ptestige  —  even  to  countries  with 
which  the  U.  S.  does  not  have  diplomatic  relations.  In  1977,  American  equipment 
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was  flown  in  seven  such  countries,  providing  a  subtle  reminder  of  American 
excellence  and  the  desirability  of  American  products. 

Obviously,  the  advantages  of  American  jetliner  exports  are  many. 
It  cannot  be  emphasized  too  strongly  that  most  of  these  advantages  are  directly 
attributable  to  the  existence  of  the  Export- Import  Bank  of  the  United  States.  The 
aircraft  manufacturing  industry  urges  that  this  financial  institution  neither  be 
charged  with  Irrelevant  responsibilities  nor  blamed  for  situations  created  by  other 
conditions  in  society  or  the  economy,  either  in  the  U.  S.  or  other  countries. 
Specifically,  the  Aerospace  Industries  Association  recommends: 
o  That  the  Bank  be  given  a  Congressional  vote  of  confidence 
by  extension  of  its  life  for  another  five  years,  with  a 
suitable  increase  in  lending  authority.  This  would  provide 
the  Bank  the  flexibility  it  needs  to  assure  foreign  buyers 
and  American  manufacturers  that  reasonable  financing  will  be 
available. 

o  That  provision  be  made  to  prevent  details  of  specific  loans 
from  being  displayed  in  public  records.  Such  availability  can 
have  disastrous  competitive  implications.   It  should  be  remembered 
that  an  American  manufacturer  and  a  foreign  buyer  do  not  think 
of  the  Eximbank  as  a  governmental  agency.   It  is  their  banker. 
Therefore,  bankers'  rules  of  limited  disclosure  should  apply. 

o   That  the  process  for  review  of  potential  borrowers  be  made  more 
expeditious.   At  present,  sales  of  more  than  $60  million  must 
lie  before  Congress  25  days.   If  Congress  is  in  recess  more  than 
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three  days,  the  clock  goes  back  to  aero.  Because  these 
is  never  any  assurance  that  a  buyer  will  get  a  loan,  he 
la  thus  left  hanging  and  the  details  of  his  offer,  often 
aa  not,  become  known.  Such  a  situation  la  most  undesirable 
from  a  marketing  standpoint. 

o  That  the  Bank's  financing  terms  be  Improved  to  provide  for 
longer  repayment  terms  and  that  the  Bank  participate  to  a 
greater  degree  In  improving  the  mix  between  fixed  snd  floating 
rates.  We  understand  the  letter  question  la  being  pursued 
administratively  and  ve  believe  that  to  be  a  step  in  the  right 
direction. 
Making  such  changes  —  plus  resisting  the  temptation  to  burden  the 
Exlmbank  with  irrelevant  social  and  political  requirements  —  will  result  In  a 
stronger  institution,  better  able  to  eeeist  American  companies  in  reaping  for  all 
Americans  the  benefits  of  e  healthy  exporting  environment. 

An  elaboration  of  the  above  pointe  la  contained  in  an  AIA  brochure 
entitled  "The  Importance  of  the  Exlmbank  to  the  U.  S.  and  Its  airplane  Industry." 
It  is  submitted  for  your  use  snd  possible  inclusion  in  the  hearing  record. 
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The  Importance  of  the  Eximbank  to  the  U.S.  and  Its  Airplane  Industry 


Digitized  by  VjOOQ IC 


584 

Preface 

.  tixrunwnt  Ads  prepare*!  by  The  Labor  Liaison  Task  Group  and  the  Finance  Task  Group  of  the  Aerospace  Industries  Association 
W  A  i    Its  purpose  is  to  summarize  the  national  benefits  resulting  from  commercial  airplane  exports  and  the  essential  role  played  by 
•••  F  ximbank  -  an  agency  of  the  U.S  Government-m  facilitating  over  half  of  these  exports.  The  authority  of  the  Eximbank  to  oper- 
•■  -xp.res  September  30,  1978.   If  Congress  exte/ids  the  life  of  the  Eximbank.  and  the  Eximbank  implements  financing  programs  that 
•net  .e'y  meet  foreign  competition.  U.S.  commercial  jet  manufacturers  will  be  able  to  continue  to  export  U.S.-buirt  products,  create 
"••i  -lta-n  U  S  jobs  for  U  S.  workers,  and  help  offset  the  record  trade  deficit. 

Aerospace  Industries  Association 
1 725  DeSales  Street.  N.W. 
Washington,  D.C.  20036 
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Summary 


The  current  operating  authority  of  the  Eximbank  expires  on  September  30,  1978.  Unless  Congress  passes 
legislation  to  extend  the  life  of  the  Eximbank,  commercial  jet  airplane  manufacturers  will  lose  an  essential  service 
that  facilitates  the  financing  of  over  half  of  their  exports,  has  supported  hundreds  of  thousands  of  jobs  in  every 
state  of  the  Union,  and  has  provided  numerous  other  national  benefits. 

Airplane  exports,  like  domestic  sales,  create  employment  opportunities  in  all  50  states.  Airplane  sales  also 
guarantee  continuing  employment  opportunities  as  replacement  spares  are  required  to  keep  airplanes  in  service. 
There  is  also  a  ripple  effect:  the  jobs  of  many  people  not  directly  associated  with  the  airplane  industry  depend  at 
least  in  part  on  airplane  exports.  These  are  the  doctors,  mechanics,  retail  merchants,  and  the  like  who  support  the 
airplane  workers. 

In  addition  to  the  employment  effects,  commercial  jet  airplane  exports  provide  national  benefits  in  the  form  of 
state,  local,  and  federal  tax  revenues.  They  contribute  positively  to  the  balance  of  trade  and  the  balance  of  pay- 
ments-which  are  especially  important  now  that  the  nation  faces  a  record  trade  deficit.  Exports  provide  intangible 
political  and  national  security  benefits:  show  the  American  flag  in  over  1 70  countries;  enable  the  U.S.  Government 
to  buy  military  derivatives  of  commercial  products  (like  cargo  and  tanker  transports),  the  development  costs  of 
which  are  amortized  over  a  large  worldwide  commercial  base;  and  also  defray  the  cost  of  maintaining  a  skilled  work 
force  in  an  industry  crucial  to  national  defense.  Commercial  jet  airplane  exports  help  lower  the  unit  cost,  thereby 
benefiting  U.S.  airlines  and,  in  turn,  the  general  public  through  lower  air  fares  and  less  costly  air  cargo  rates. 

Without  past  Eximbank  support,  there's  no  doubt  that  airplane  exports— and  subsequently  the  levels  of  employ- 
ment, balance  of  trade,  and  other  national  benefits— would  have  been  much  less. 

Unfortunately,  U.S.  exports  of  jetliners  are  starting  to  falj  off.  There  is  increased  competition  from  abroad  and 
foreign  manufacturers  have  the  support  of  government-sponsored  financing  programs  that  are  more  favorable  than 
offered  by  the  U.S. -sometimes  political  concessions  are  also  made  by  the  foreign  competitor's  government. 

U.S.  manufacturers  can  build  airplanes  technologically  competitive  with  any  built  abroad,  but,  in  today's  com- 
petitive world,  it  is  not  sufficient  that  commercial  jets  be  competitive  in  terms  of  technology  content  and  price 
alone.  Most  airlines  need  long-term  loans.  And  the  Eximbank  is  often  the  only  source  of  such  funds  in  the  U.S. 

Despite  these  problems  faced  by  the  industry,  however,  there  are  few,  if  any,  manufactured  products  that  can 
match  U.S.  commercial  jetliners  in  export  performance.  It  is  in  the  national  interest  to  promote  the  export  of 
those  products  the  U.S.  makes  better  and  at  less  cost  than  anyone  else.  In  view  of  this,  the  Eximbank  should 
become  an  even  more  aggressive  partner  with  the  commercial  jet  airplane  manufacturers  in  seeking  to  promote  the 
export  of  U.S. -built  jetliners. 

This  document  describes  the  Eximbank  and  its  origins  and  discusses  the  importance  of  the  Eximbank  to  the 
U.S.  and  its  airplane  industry:  the  national  benefits  resulting  from  airplane  exports,  the  financing  of  jetliner  exports, 
the  threats  to  the  industry,  and  some  common  misconceptions  about  the  Eximbank. 
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The  Eximbank 

The  original  Eximbank,  called  the  Export-Import  Bank  of  Washington,  was  established  in  February  1934  by  executive  order  of 
President  Franklin  0.  Roosevelt.  The  Bank  was  created  for  the  purpose  of  promoting  commerce  between  the  United  States  and  the 
Soviet  Union.  A  second  Eximbank  was  created  a  month  later  to  promote  trade  with  Cuba.  The  export  credit  programs  of  this  second 
bank  were  expanded  a  year  later  to  cover  all  countries  (except  the  U.S.S.R.);  and,  in  1936,  the  two  export  banks  were  merged. 

Over  its  40-year  history,  the  Eximbank  has  provided  very  few  credits  to  either  Cuba  or  the  U.S.S.R.;  in  fact,  none  was  granted  to 
the  U.S.S.R.  between  1934  and  1972  because  of  the  problem  of  the  non-payment  of  pre -Soviet  Tsarist  debts  owed  to  U.S.  citizens. 
In  1945,  the  bank  was  made  a  wholly  owned  U.S.  Government  corporation  and  the  U.S.  Treasury  purchased  $1  billion  in  stock.  In 
January  1975,  the  bank  became  the  Export-Import  Bank  of  the  United  States  and  its  life  was  extended  through  June  30,  1978. 
Current  authority  of  the  bank  to  operate  expires  September  30, 1978.  Despite  its  name,  the  Export-Import  Bank  of  the  United 
States,  the  bank  has  never  promoted  imports. 

The  role  and  function  of  the  Eximbank  have  evolved  over  the  past  40  years  with  the  changing  focus  of  U.S.  foreign  and  economic 
policies.  As  Congress  assumed  a  more  active  role  in  formulating  U.S.  foreign  economic  policy,  legislation  was  passed  requiring  closer 
congressional  oversight. 

Today  the  Eximbank  is  a  multi-billion  dollar  wholly-owned  U.S.  Government  corporation  that  currently  supports  $12-13  billion  of 
exports  annually  and  directly  or  indirectly  sustains  some  750,000  to  1  million  full-time  jobs  throughout  the  U.S.   It  operates  under 
five  separate-and  at  times  conflicting-charges  from  Congress: 

•  To  aid  in  financing  and  to  facilitate  exports  and  imports  and  the  exchange  of  commodities  between  the  U.S.  and  any  foreign 
country. 

•  To  provide  terms  which  are  competitive  with  government-supported  export  financing  in  other  countries,  yet  seek  to  minimize 
competition  in  government-supported  export  financing. 

•  To  supplement  and  encourage— but  not  compete  with— private  capital  financing  of  exports. 

•  To  make  loans  for  specific  purposes  that  offer  reasonable  assurance  of  repayment. 

•  To  take  into  account  any  serious  adverse  effect  of  the  loans  or  guarantees  on  the  U.S.  economy. 

The  bank  is  a  self-sustaining,  profit-making  organization.  It  does  not  require  any  tax  funds  at  all.  As  of  the  end  of  fiscal  year  1977, 
it  had  returned  some  $981  million  to  the  U.S.  Treasury  in  the  form  of  dividends  (the  original  investment  by  the  Treasury  was  $1 
billion)  and  built  a  contingency  reserve  of  over  $1 .8  billion.  The  bank  has  borrowed  from  the  U.S.  Treasury,  the  Federal  Financing 
Bank  and,  in  the  past,  from  private  money  markets  to  supplement  its  original  capital  and  retained  earnings.  In  turn,  the  bank  provides 
direct  credits,  guarantees  for  loans  made  by  private  financial  institutions,  and  credit  insurance  (in  cooperation  with  the  Foreign  Credit 
Insurance  Association  or  FCIA)  against  commercial  and  political  risks.  Eximbank  funds  are  used  to  finance  the  export  of  U.S.  goods 
or  services  of  U.S.  origin.  In  short,  provide  American  jobs. 
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About  20%  of  the  dollar  value  of  Eximbank's  total  credit  authorizations  are  in  support  of  commercial  jet  airplane  exports  and  the 
spares,  ground  equipment,  dnd  services  associated  with  those  exports.  Looking  at  the  importance  of  Eximbank  participation  another 
way.  over  rulf  of  all  jetliner  exports  have  benefited  from  Eximbank  support.  And  in  recent  years,  the  Eximbank  has  facilitated  about 
60%  of  all  sales  through  its  loan  and  guarantee  programs. 

Exbnbank-Supported  Jet  Airplane  Experts 
as  a  Percent  of  Eximbank  Total  Authorizations 

,„ (Pofcf  batit) 


Sourca     Eximbank 


Eximbank-Supported  Experts  of  U.S.-Manufactured  Commercial  Jets 


Dollars  (billions) 
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Background  and  Perspective: 
U.S.  Trade  and  the  Eximbank 

The  ratio  of  U.S.  imports  and  exports  to  the  total  value  of  all  goods  and  services  produced- the  gross  national  product  (GNP)-has 
steadily  increased  since  1950,  but  the  growth  in  the  past  5  years  has  been  truly  remarkable.  The  U.S.  is  more  dependent  on  maintaining 
export  markets  than  ever  before  in  its  recent  history.  But  so  are  other  countries. 

Other  industrial  countries  export  an  even  larger  share  of  their  output  than  does  the  U.S.  Moreover,  recognizing  the  importance  of 
exports,  the  governments  of  many  of  these  countries  actively  promote  their  exports,  especially  in  the  area  of  manufactured  goods. 
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Over  the  past  quarter  century,  the  U.S.,  like  many  other  countries, 
has  become  more  dependent  on  trade. 

Exports  as  a  Percent  of  GNP 


1950  '55 

Source:   International  Moratory  Fund 
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Other  industrial  countries,  however,  depend  even  more  on  trade 
than  does  the  U.S. 


Exports  as  a  Percent  of  GNP 

1976 
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But,  although  U.S.  exports  of  manufactured  goods  are  on  the  rise, 
the  U.S.  has  lost  its  world  market  share  .  .  . 

In  1960.  about  9%  of  all  the  goods  manufactured  in  the  U.S.  were  exported.  That  means  fewer  than  one  U.S.  manufacturing  worker 
in  10  was  involved  in  production  for  export.  Currently,  just  over  20%  of  all  manufacturing  output -and  hence  jobs-are  export 
dependent. 

Manufacturing  Component  of  the  Gross  National  Product 

Percent  Unmanufactured  exports 


World  Trade  in  Manufactured  Goods 

Percent  U.S.-manufactured  exports 
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...  to  both  industrial  and  developing  countries. 

In  1960,  U.S.  exports  of  these  manufactured  goods  accounted  for  over  one  quarter  of  such  trade.  By  1976,  U.S.  exporters  had  lost 
some  20%  of  world  market  share,  mainly  to  Japan,  Italy,  Germany,  and  some  of  the  developing  countries  such  as  Hong  Kong,  Taiwan, 
and  South  Korea. 


Percent  of  World  Manufactured  Exports 
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There  has  been  a  recent  parallel  In  the  commercial  jet  industry. 
The  dollar  value  of  jetliner  exports  has  increased  .  .  . 

In  1970,  export  deliveries  of  new  U.S.  built  commercial  jetliners  amounted  to  $1.3  billion  and  accounted  for  42%  of  all  jetliners 
produced  (current  dollar  value  basis).  In  1976.  72%  were  exported.  U.S.  manufacturers  have  become  more  dependent  on  the  export 
market.  The  importance  of  spares  exports  and  associated  follow-on  business  has  also  steadily  risen.  In  fact,  the  value  of  the  export  of 
all  spares,  maintenance  materials,  and  modification  services  exceeded  the  value  of  deliveries  to  U.S.  carriers  in  1976. 


Export  Share  of  U.S.  Commercial  Jet/Spares  Production 
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...  as  well  as  the  percent  of  U.S. -built  jetliners  exported. 
But  the  U.S.  has  lost  Its  world  market  share. 

Ho#evtfi,  tf»  pjmpfltiTiDn  from  foreign  manufacMffln  mcraJMd  during  ihn  G-yMf  EMM-I*id.  Tfoi  Hwaptmnt  ifipWHtfttiiir  nwrhiT 
nhw*  rfWMB  thin  |ti*M  fold- horn  5.7*  of  th*  world  fflirlm  It  (during  t>e  U.SJ&RJ  m  ll?fl  to  19,8%  in  1A7B.  Most  nl  th»i  toenail 
an  t»  attributed  to  dtfiWfi**  ol  the  Cowo*df  and  1ha  A300 

Export  Deliveries  of  U.S^Built  Commercial  Jets 
as  a  Percent  of  Total  (LS.  Production 

(Current  dollars) 


□  eliiwfiss  !□  U.S. 


&am«r3 


so- 

5D- 

2D 

~UI7D         ?1 "        U         73  74  7fi  75 


U.S.  Airplane  Manufacturers1  Share  of  Total  World  Production 

(Current  dollars) 


mi 


72 


'73        74 


71 


Digitized  by  VjOOQIC 


596 
Currently,  the  U.S.  is  not  exporting  enough  to  pay  for  He  Imports. 


Despite  the  rapid  growth  in  exports,  both  in  absolute  terms  and  as  a  percent  of  GNP,  the  U.S.  is  not  exporting  enough  to  pay  for  it 
imports.  In  1971,  the  country  recorded  its  first  trade  deficit  since  1888.  That  deficit  was  about  $2  billion.  In  1978,  the  deficit  w 
four  times  that  level .  $8  billion.  It  is  estimated  that  the  1977  deficit  will  be  between  $25  and  $30  billion-arid  many  a 
forecasting  a  similar  deficit  for  1978. 


of  Trade 


U.S.d 
(billions) 


Sourca:      US.  Department  of  Commarca 
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The  resulting  trade  deficit  would  be  even  higher  were  H  not  for 
jetliner  exports. 

Although  it  is  common  knowledge  that  the  U.S.  is  running  a  record  trade  deficit,  what  may  not  be  as  well  known  is  that,  without 
commercial  jet  airplane  exports,  that  deficit  would  be  substantially  greater.  However,  in  the  test  3  years  our  commercial  jetliner 
exports  have  now  started  to  fall  off.  And  so  has  our  contribution  to  the  balance  of  trade. 

U.S.  jetliner  manufacturers  are  facing  difficulties:  there  is  increased  competition  from  abroad,  and  foreign  countries  are  offering 
political  and  economic  incentives  to  help  sell  their  commercial  jet  airplanes.  Moreover,  the  foreign-government-supported  financing 
programs  are  better  than  the  U.S.  is  offering. 

In  the  past  over  half  of  all  U.S.  jetliner  exports  have  been  facilitated  by  an  agency  of  the  U.S.  Government:  the  Extmbank.  The 
authority  of  the  bank  to  operate  expires  September  30, 1978. 


The  Contribution  of  Commercial  Jet  Airplanes 
and  Spares  to  the  Balance  of  Trade 


U.S.  dollars 
(billions) 


1970    '     '71.    I     '72    * 


Not*.    Excludes  noncommercial  cuttomer*  and  military  derivative*. 

Include*  initial  and  follow-on  tpare*. 
Source*     U.S.  Department  of  Commerce  and  A! 
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National  Benefits  of  Commercial  Jet  Exports 

Commercial  jet  airplane  exports  not  only  contribute  to  U.S.  trade  and  payments  balance*,  but  also  benefit  employment,  taxes, 
national  prestige  and  security,  consumers,  and  airlines. 

Commercial  jet  airplane  exports  provide  national  benefits  in  the  form  of  state,  local,  and  federal  tax  revenues.  They  contribute 
positively  to  the  balance  of  trade  and  balance  of  payments;  they  contribute  to  the  defense  and  national  security  of  the  country  end 
enhance  national  prestige  by  showing  the  flag  abroad.  Exports,  like  domestic  sales,  create  employment  opportunities  throughout  the 
U.S.  in  primary  airplane  manufacturing  and  subcontract  and  support  services;  they  also  guarantee  continuing  employment  oppor- 
tunities as  replacement  spares  are  required  to  keep  airplanes  in  service.  Exports  additionally  benefit  the  U.S.  consumer  end  U.S.  carriers 
by  allowing  the  huge  initial  development  costs  of  an  airplane  to  be  spread  over  a  larger  customer  base,  thereby  lowering  the  unit  cost 
of  an  airplane.  And,  because  of  competition,  the  lower  unit  costs  lead  to  lower  prices  and  eventually  lower  fares  for  domestic  and 
international  travel  and  air  freight. 
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One  of  the  most  significant  benefits  of  airplane  exports  is  their 
contribution  to  the  balance  of  trade. 

In  tact,  tha  dollar  volume  of  jetliner  ax  ports  is  unsurpassed  by  wiy  other  manufacturing  industry 

As  mentio-rwd  in  riw  previous  ration,  one  of  the  mosl  significant  outfits  O*  commar ci r>l  ie*  iiroLarve  e*portt  has  ba*n  thi  conn  ibution 
la  The  balance  at  Hade    Commercial  jet  airliner  deliveries  >n  1 97&  wife  vatued  at  son*  £2  4  billion,  imparts  at  less  than  SflO  million 
On  an  a**faqer  hm  injn  S%  of  i  U ,E .  comnrwrclif  |H  1*  mantjf*CtlJn5d  OuTJid*  tha  U.S 

rn  addition,  mrtial  warn  and!  maintenance  material*  exported  to  keep  the  foreign  fleets  of  U.S.  Ilrplfnai  in  Ofwanon  arnountid 
To  almost  59S0  million,  and  foreign  carriers  spent  an  estimated  S330  million  upgrading  or  mod.  tying  airptanet  already  m  rhnf  fleet* 
AltoHtihct.  the  n*(  trade  balance  on  comm*rc4if  r»l  flirpimi  t»po*tt  Wat  almott  13.6  billion.  The  commercial  jet  transport  industry 
contributed  more  to  the  US.  tjalanca  or  trade  than  any  other  manufacturing  indusfry:    i|  *ai,  ip  Uei,  ttfcond  only  to  *gr*uluire. 

U.S.  eaporii  haw  cantoned  ta  expand:  over  the  yoinj,  but  imports  haw  risen  at  a  faster  rate.  American  purchases  of  oil,  tcotch, 
camarat,  ialtvrtiQn.t,  HTTlt  teFftfign  cart,  doth  mg-or  *v*n  foreign  [revel  for  Ihitt  matter -are  Having*  negative  impact  an  the  U.S 
balance  of  trade.  Even  soma  ot  our  one-tune  Wong  export  commadltile*  are  losing  out  to  competition  from  abroad. 

The  commercial  jet  airplane  manufacturing  rndusby.  an  th*  otner  hand,  hue  more  than  doubled  i".s  contnbunon  to  a  poHtiir« 
Uiiftncr  omr  the  p*tt  few  yean — despH*  Eh*  lou  it*  market  there-.  And  although  man*  may  debate  the  seriousness-  of  tha  current 
balanoe-of  Trade  dtoffeft,  tew  would  argue  agpmst  lacilitaT/ng  the  export  U*  produce  Hi  which  the  U.S.  mil  Mil  a  comwTiT'vo  and 
comparative  advantage.  Il  ma  km  economic  sense  la  encourage  the-  manufacture  of  the  products  you  are  good  at  m<kmg.  etpecujUy 
when  you  alrMcty  have  a  market  advantage.  The  U.S.  ii  (Stand  ta  none  in  the  dssign  manutacture,  marketing,  arnd  sarong  ol 
commercial  t*H 

If  the  U.S.  is  going  to  maintain  its  economic  and  poMicil  eomrmtmartli  abroad  md  continue  to  anjov  t*w  bwefiti  of  foreign 
■  nooriS-HpvCially  m  light  of  our  petroleum  ne*d*-we  must  further  rPCraBM  export*.  Products  that  already  show  export  strength. 
such  a*  high-TethnoJogv  comrr«rc«tl  *if  planet,  should  be  pnm*  oand'darBi  for  Brptnotion.   The  j«l  airplane.  The  most  carnprex  af 
111  high- technology  product*,  is  not  only  trie  strongest  axport  performer  in  the  tj  S  mwentcy,  it  i*  #Jio  ■  product  that  bringi  teoaat 
hUllfhBl  because  of  the  heed  far  fatlrjw^n  mamlenancB  spam,  and  modification  raqufrements 
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Trade  Balance  for  Selected  CommodiHes 


J.S.  Department  Of  Commirci,  FT410.  AIA  miiriMr  company  survey 
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Jetliner  exports  also  contribute  to  the  U.S.  balance  of  payments. 

Financing  a  $20  million  airplane  contributes  $27  million  to  the  U.S.  balance  of  payments  over  10  y 

The  U.S.  balance  of  payments,  on  a  current  account  basis,  has  been  negative  for  many  years.  As  wM  the  trade  b 

is  a  wide  variety  of  opinion  both  on  the  significance  and  seriousness  of  this  condition,  but  similarly  few  would  deny  the  benefits  of 

increasing  exports  over  imposing  trade,  travel  and  investment  restrictions  as  a  means  of  diminishing  the  payments  deficit. 

The  export  of  commercial  jets  and  spares,  whether  sold  for  cash  or  credit,  has  a  sizeable  impact  on  the  balance  of  payments.  Cash 
sales  contribute  directly  and  equally  to  the  balance  of  trade  and  balance  of  payments  in  the  year  of  delivery.  With  a  credit  sale,  the 
down  payment  (usually  1 5%  to  20%  of  the  purchase  price)  is  often  from  offshore  sources;  the  borrowed  funds  may  be  from  a  U.S. 
source  such  as  the  Eximbank,  from  a  foreign  financing  institution,  or  from  a  combination  of  both  U.S.  and  non-U  .S.  sources. 

The  financing  details  of  each  airplane  export  transaction,  of  course,  differ.  So  do  the  contributions  to  the  balance  of  payments. 
But  based  on  industry  averages  of  actual  financial  agreements  in  effect  in  1975  and  1976  and  assuming  the  export  of  a  $20  million 
airplane  (of  which  about  5%  will  be  of  non-U. S.  origin),  the  export  sale  will  contribute  about  $27  million  to  the  balance  of  payments 
by  the  time  the  principal,  interest  charges,  and  other  financial  fees  have  been  paid. 

Currently,  the  positive  contribution  to  the  balance  of  payments  resulting  from  the  past  sales  of  commercial  jets  exceeds  the  net 
expenditures  of  U.S.  travelers  abroad. 
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National  benefits  are  distributed  throughout  the  nation  because  of 
subcontracting. 

Small  businesses  benefit  indirectly  from  commercial  airplane  exports. 

The  three  U.S.  commercial  jet  manufacturers  have  final  assembly  plants  on  the  West  Coast-McDonnell  Douglas  and  Lockheed  in 
California  and  Boeing  in  Washington  State,  and  the  two  engine  manufacturers  are  located  in  the  Midwest  (Ohio)  and  the  East  (Con- 
necticut).  Less  than  half  of  a  commercial  jet,  however,  is  built  at  the  points  of  final  assembly.  There  are  literally  thousands  of  large 
and  small  suppliers  representing  every  state  in  the  Union  providing  materials,  parts,  subassemblies,  and  services. 

Many  of  these  suppliers  are  large  corporations— the  jet  engine  manufacturers  for  example.  But  many  are  small  businessmen 
employing  fewer  than  500  employees.  The  Douglas  DC-10*  program,  for  example,  is  supported  by  more  than  4,000  suppliers  and 
subcontractors.  And  last  year  close  to  half  of  the  DC-10  subcontract  and  supplier  business  (in  dollar  terms)  was  handled  by 
minority  and  small  businesses.  About  85%  of  the  firms  supplying  parts  for  the  Lockheed  L-1011*  are  small  businesses  (some  1,275 
firms  to  be  precise),  and  Boeing  placed  orders  with  2,1 95  small  businesses  in  46  states  during  the  1975-1976  time  period  in  support 
of  its  jetliner  programs.  The  average  contract  value  of  each  of  these  orders  was  just  under  $160,000. 


States  With  More  Than  10  Small-Business  Suppliers 
Involved  in  Manufacture  of  Jet  Airplane  Exports 

1975  awM  976 
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Exports  helped  stabilize  employ  merit  levels. 


Bitumen  1B7D  ami  19-76,  corpmamai  in  ^anspan  menu  Ficrwr  i  ny  «ma1avtfi*rii  lorth  it  th*  faetarUt  erf  the  thr»  majar  airframe 
rfljrtulattiirpri  1*1 1  From  95.000  ta  |uil  dwi  4C.DD0.  01  cai/rie,  we*e  l|  not  fat  tf«wwt  ortten,  xht  d»t|iti*  in  or"p  laymen  I  *otHd 
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Over  80,000  airplane-related  jobs  depended  on  1975-1976 
deliveries  of  commercial  jets. 

Because  of  heavy  dependence  on  subcontracting,  however,  employment  impacts— whether  they  be  layoffs  or  the  creation  of  new 
jobs-are  felt  throughout  the  country.  Over  the  past  2  years,  for  example,  Boeing  has  employed  about  27,000  people  in  its  Washington 
State  plants  and  about  2,000  in  Kansas  in  designing,  marketing,  and  building  commercial  jets.  Subcontractor  employment  in  support 
of  this  effort  has  averaged  about  40,000. 

The  map  shows  1975-1976  employment  levels  by  state  in  those  states  with  over  500  people  involved  in  the  manufacture  of  com- 
mercial jets  and  initial  spares  (mainly  spare  engines  and  engine  spares)  for  export.  A  table  showing  total  employment  and  exports 
employment  by  state  is  in  the  Appendix. 


States  Employing  the  Majority  of  People  Involved  in  the  Manufacture 
of  Jet  Airplane  Exports 

1975  and  1976* 
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But  that  is  not  the  whole  employment  story.  Follow-on  _r„    ., 
maintenance  materials,  and  refurbishments  create  Job  opportunities. 

In  1976,  the  estimated  export  value  of  jetliner  "follow-on"  business  wet  $976  raJttiort-more  then  the  Hotel  volume 
of  ell  deliveries  of  new  commercial  jets  to  U.S.  operators. 

The  manufacturing  employment  opportunities  associated  with  a  commercial  jet  sale  do  not  cease  at  the  point  of  delivery.  An  airline 
typically  purchases  spare  parts  and  replacement  items  at  the  time  of  initial  delivery  of  an  airplane  that  are  valued  at  between  10%  and 
1 5%  of  the  value  of  the  airplane  itself  (spare  engines  fo  be  used  when  others  are  being  overhauled,  etc.).  In  addition  to  these  Initial 
spares,  the  airlines-or  non-airline  operators  for  that  matter-purchase  maintenance  materials  and  retrofit  kits  to  keep  their  fleets 
operational  in  compliance  with  new  laws  and  regulations  or  make  them  more  aesthetically  appealing  to  the  customers.  Most  of  the 
parts  and  materials  for  this  refurbishment  and  overhaul  work  are  supplied  by  U.S.  vendors.  (Parts  for  airplanes  mutt  be  of  the  highest 
quality  and  to  the  manufacturer's  specifications.) 

It  is  not  possible  to  estimete  the  total  employment  impact  of  all  the  foMow-on  business*  with  the  same  degree  of  accuracy  as  with 
the  initial  sale  of  a  jetliner  or  a  complete  set  of  spare  engines:  parametric  estimates  must  be  made  rather  than  noses  counted. 

Based  on  employment  data  supplied  by  the  airframe  manufacturers  and  their  major  suppliers,  it  is  known  that  almost  100,000 
people  were  employed  in  1975  and  1976  in  building  commercial  jet  transports  for  both  domestic  end  export  delivery:  an  additional 
30,000  were  making  major  spares.  (This  is  the  composite  figure  referenced  earlier  that  includes  employment  at  the  airplane 
manufacturing  plants,  the  engine  facilities,  and  the  subcontractors  and  commercial  suppliers.)  in  addition,  using  airline  and  other 
aerospace  industry  data,  it  wes  estimated  that  probably  about  50,000  to  60,000  people  were  involved  in  manufacturing  maintenance 
parts  and  modification  kits  for  airplanes  alreedy  delivered. 

In  the  1975-1976  period,  almost  70%  of  the  commercial  jet  production  was  export  dependent,  whereas  a  little  less  than  half  of  the 
"initial"  spares  and  "follow-on"  spares  business  was  export  related.  On  the  average  over  the  past  2  yean,  therefore,  about  100,000 
U.S.  employees  owed  their  jobs  directly  to  the  export  of  commercial  jets-or  to  the  major  spares,  maintenance  materials,  and  airplane 
modification  services  that  resulted  because  of  prior  jetliner  exports. 


Domestic  and  Export  Saks  of  U.S.-Biritt  JstlntfS  and  Fofew-On 
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Most  of  these  airplane-related  Jobs  are  highly  skilled. 


The  airplane  manufacturing  industry  requires  considerable  skill  of  its  workers,  in  the  factories  as  well  as  in  the  laboratories  and  offices. 
Commercial  jetliners  are  not  mass  produced-they  are  custom  built.  Consequently,  average  airplane  manufacturing  wages  are  con- 
sistently 20%  to  25%  higher  than  manufacturing  wages  generally.  This  higher  wags  rata  reflects  the  greater  amount  of  e 
training,  and  productive  ability  possessed  by  airplane  workers. 


Primary  Skils  of  Airplane  Industry  Workers 


Factory 


Semiskilled 


Office/clarical 


Sourc*.    AIA  mtmMr  compiny  lurvty 
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Furthermore,  job  opportunities  are  created  In  the  service  and 
support  areas  around  the  primary  contractors'  and  subcontractors1 
plants. 

People  who  mrvica  thoie  working  in  the  airplane  manufacturing  industry  rndirtctly  owe  their  livelihood  to  the 

en  port  of  com  mercial  |etl  iner  j  , 

S-n«  <h*  rnfluttry  hai  bflwfi  in  dsdin*  raihar  I  him  m  a  growth  pn«*  *lnc*  1970.  lh*J*  hart  bfrin  very  l«w  naw  ftmpla  ymeni 

opportunities  indeed,  *hen  the  employment  le-*M*  it  the  airplane  iTH,nufictL,ri  ng  fjciiitiet  «*re  cut  in  fitifH  thare  #u  ■  flamioo-  if  feci 
throughout  the  local  communities.  Unemployment  level*  m  the  Seattle  area  iwrwTe  Boeing  airplanes  are  aisambled)  during  Ihe  1&71- 
1972  period,  lot  o*implff.  irjpipd  from  tho  l*wli  of  tha  iji*  IMO'i.  In  1971 .  or*  juraon  in  tight  war,  uflemrjioyid.  Evan  rnori  win 
underemployed.   The  oependencv  of  wrwee  industrial  on  primary  air plane  employment  W*t  Shut  displayed  graphic*!  lyH  lOCttlly, 
and  politically 

Comm^cul  J«t  P*pons  art  not  unique  in  |ha[  ih*y  tf**i«  Qr  m*inu(n  jobs  Oultida  The  primary  industrial.   The**  art  the  Jobs  of 
P4ti0<i Hrvicing  Ihose  in  the  ajrpianw  industry -butchaFS,  doctors,  bAeu,  b*ifML*W*ii..  and  c*ndl*it iCt  makers;.  The  number  of  (has* 
secondary  jobi  daoends  on  wveral  1  acton,  including  bow  much  ineom*  is  Ipim  by  The  airplane  production  employ™*,  how  much  is 
M*ep,  The  alternate  wuncw  Of  employment  m  the  area,  and  government  transfer  programi. 

The  totat  employment  impact  on  the  nation— and  particularly  on  the  Local  community— ii  tnus  somey^iat  greater  than  thai 
atlr.burafil*  dkectly  to  the  manufaCtura  at  *trp|ann,  fitted  on  recent  and « uterine  analyses  using  the  econometric  fcracasting  model 
of  the  Wharton  Economic  forecasting  A-nsm/tret  Eas«?eia.red  w-ih  the  Wharton  ScfttwJ  of  fitum-air,  n  h«  been  em  mated  that  [he  raal 
employment  impact  of  Commercial  fotlinars  and  major  aparei  dehyeted  in  1975  *nd  19 78  wet  the  creation -or  mginienince  at thtt  CtH 
may  t»-of  about  231.Q10  Jobs  Throughout  lb*  U.S. 

Thaw  aiTfma^  refleer  1Mi  secondary  employment  impact-lhe  so-called  multiplier  effect -lUOOlMd  With  the"  exports  of  new 
commorctaf  jel  airplanes,  initial  spares .  and  spa-re  engines  by  the  three  principal  airframe  manufacturers  end  two  engine  lupplierr,  Put 
anoth«v  way,  in  1975  and  1976,  Ihf  Jobt  o1  1 9  PaOplt  nni  dfeactty  madlTari  wldl  the  manufacturH  of  commercial  jetliners  Tor  eicport 
depended  on  ih*  Jobt  ol  every  1 0  ill-plane  worfteri  making  jeti  for  tHport, 

Empioyment  by  Major  Sector  Resulting  from  Exports  of  Commercial  Jetliners 


Airirimi  manHlactufriq 
frigiii*!  iprf  ^aantmatlei, 
Hijar  truret  ind  uippgrt 

Qlliir  miqutirturint 

1D.B4D 

13,230 

Total  m*mrl  Klurlin 
Farm 

Minims 

Tr  iJiiporr.il  id  n 

CommunwinHi)! 

Commwciil,  retail,  and  albar 

1B6780 
S«M 
5>» 

IM00 
5.ZM 

12.IIH 

II, BM 

Total 

&DL.rci       AlAl,.»Jfln 
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The  Multiplier  Impact 


The  100,000  people  involved  in  jetliner  export  manufacture  and  follow-on  export  services  supported  over  one 
quarter  of  a  million  jobs  in  1975  and  1976. 

Assuming  a  similar  relationship  exists  for  people  making  follow-on  spares  and  refurbishing  used  airplanes— that  is  the  18:10  ratio- 
the  100,000  export-related  jobs  in  all  facets  of  commercial  jet  airplane  manufacturing  and  service  supported  over  a  quarter  of  a 
jobs  throughout  the  U.S. 
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Commercial  jet  exports  contribute  billions  of  dollars  in  tax 
revenues. 

The  total  amount  of  taxes  produced  at  all  levels  of  government  in  1975  and  1976  resulting  from  current  and  past 
exports  averaged  $5.6  billion  per  year. 

Tax  revenues  generated  by  commercial  jet  airplane  sales  at  the  federal,  state,  and  local  levels  differ  little  from  those  of  any  other 
manufacturing  business  except  that  these  tax  revenues  are,  in  large  part,  dependent  on  exports.   If  exports  were  to  diminish,  the  tax 
base  would  diminish.  And  if  the  nation  were  to  import  commercial  jetliners  rather  than  export  them,  we  would  be  helping  to  pay  the 
foreign  taxes  rather  than  the  reverse.  Taxes  resulting  from  exports  are  thus  a  genuine  national  bonus. 

The  taxes  paid  on  wages,  salaries,  profits,  acquisitions,  and  net  worth  provide  a  major  source  of  revenue  and  occur  in  the  year  of 
manufacture.  But  additional  tax  revenues  are  generated  when  the  wages,  salaries,  and  profits  are  spent  or  reinvested. 

The  Wharton  Model  was  adapted  to  estimate  the  impact  of  commercial  jetliner  sales  on  tax  receipts  by  simulating  what  would  have 
happened  if  there  had  been  no  jetliner  exports.  The  computer  model  was  run  again  using  sales  data,  employment  and  earnings  data, 
and  investment  data  provided  by  the  airplane  manufacturers  and  the  engine  suppliers.  The  results  of  this  analysis  indicated  that  it 
takes  some  6  years  for  the  recycling  effects  to  work  through  the  system— that  is,  there  will  be  tax  and  employment  effects  being  felt 
somewhere  in  the  country  6  years  after  the  delivery  of  the  jetliner. 

Of  course,  the  sale  of  a  jetliner  means  that  there  will  be  follow-on  spares  for  the  life  of  the  product.  These  sales  generate  taxes— 
and  employment-and  more  taxes.   By  the  time  all  of  these  effects  have  been  accounted  for,  the  taxes  generated  at  the  federal,  state, 
and  local  levels  over  the  life  cycle  of  the  airplane  are  about  twice  the  value  of  the  initial  sale. 

In  more  concrete  terms,  if  a  U.S.  manufacturer  loses  a  sale,  U.S.  tax  collectors  lose  at  least  $1 .2  million  in  revenue  within  the  year. 

Economic  Impact  of  Commercial  Jet  Airplane  and  Spares  Exports 

(BKons  of  current  dolars) 


Federal 

State  & 

Total 

tax 

local  tax 

tax 

revenues 

revenues 

revenues 

1970 

1.6 

0.4 

2.0 

1971 

1.9 

0.7 

2.6 

1972 

2.2 

0.9 

3.1 

1973 

3.3 

1.3 

4.6 

1974 

4.0 

1.9 

5.9 

1975 

3.3 

2.2 

5.5 

1976 

3.0 

2.7 

5.7 

Sources      Al 

A  staff  analysis;  Econometric  work  using  the 
larton  Model 
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Many  benefits  of  airplane  exports  are  tangible  and  quantifiable: 
some  are  not. 

Airplane  workers  are  capable  of  producing  military  goods  in  a  national  emergency.  It  is  taken  for  granted  that  U.S. 
defense  contractors  will  be  willing  and  able-as  they  have  been  in  the  past-to  produce  military  goods  on  demand. 

The  export  of  commercial  jetliners  helps  defray  the  cost  of  maintaining  a  skilled  work  force  in  an  industry  crucial  to  national 
defense.  The  ability  of  U.S.  manufacturers  to  retain  a  skilled  work  force,  modern  manufacturing  capabilities,  and  the  research  and 
development  efforts  needed  to  continue  the  advance  of  aeronautical  sciences  depends  in  large  part  on  its  continued  commercial 
business  success  at  home  and  abroad. 
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Similarly,  a  large  commercial  airplane  manufacturing  bate  < 
mean  lower  cost  to  the  U.S.  Government  for  military  derivative*. 

An  often  ovwfookod  contribution  to  national  defense)  is  the)  adaptation  of  oonwMraW  pfOduoti 

The  Navy's  T-43  trainer,  for  example,  is  a  derivative  of  the  Boeing  737;  the  Advanced  Warning  and  Control 
centered  around  a  Boeing  707.  as  was  the  KC-1 35.  The  C9As  and  C9Bs  are  derivatives  of  the  commercial  DC-9s, 
Tanker  and  Cargo  Aircraft  recently  ordered  by  the  U.S.  Government  is  a  derivative  of  the  DC*  10  commercial  Jet. 
these  commercial  products  to  the  needs  of  the  military  allowed  the  US.  and  its  allies  to  improve  the  oommon 
cost.  Commercial  sales  paid  for  the  research,  development,  and  program  start-up  costs.  And,  of  course,  without 
these  costs  would  have  been  substantially  higher. 

Commercial  Jet  Delvwias  to  the  tovemment/Mbey  by  ILS. 


lAWACWk 

ind  the  new  Ai 
The  adaptability 
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Commercial  jets  are  symbols  abroad  of  American  technological 
achievement. 

Prestige  is  another  nontangible  benefit.  Over  100  countries  own  and  operate  U.S.-built  airplanes-which  fly  world- 
wide. They  act  as  our  ambassadors  of  friendship,  shrinking  the  world  and  increasing  the  global  sense  of 
interdependence. 

Over  100  different  countries  own  and  operate  U.S.-built  commercial  jetliners.  These  airplanes  then  fly  to  other  countries,  many  of 
which  are  too  small  to  operate  their  own  airlines  or  are  restricted  from  purchasing  U.S.  equipment.  As  of  mid-year  1977,  U.S.-built 
jetliners  operated  into  more  than  1 70  countries  on  regular  scheduled  service,  including  seven  of  the  eleven  countries  with  which  the 
U.S.  does  not  have  diplomatic  relations  (Albania,  Angola,  Cuba,  Equatorial  Guinea,  Iraq,  People's  Republic  of  China,  and  South  Yemen). 


U.S.-Built  Commercial  Jetliners  Are  Operated  by  Airlines  in  over  100  Countries 


Source:    AlAmei 


U.S.-Built  Jetliners  Operate  into  Over  170  Countries 


•n  H    Donnelly  Corp..  Official  Airline  Guide.  June  1977  and  March  1977 
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Commercial  jet  airplane  exports  lower  unit  costs—benefiting  U.S. 
airlines  and  the  general  public. 

The  more  airplanes  exported,  the  smaller  the  amortized  cost  of  each,  die  mora  U.S.  airlines  save— resulting,  in 
lower  fares  end  cargo  rates. 

U.S.  carnen  and,  in  Turn,  U.S.  comwmeri  benefit  from  commercial  jet  a.rplane-  export*.  Thi  CMl  of  in  airpUne  built  Jn  the  U.S.  il 
ckrtriy  related  to  the  life  of  the  production  base.  The  mora  airplanes  butlt,  the  smeller  the  unit  tost  ot  imortizing  the  initial  and 
enormous  mvetimem  in  design ,  punning,  new  fidlltltt,  tooling  and  ih<  lih*  (thew>  sitfi-up  a»u  spnroKh  33  billion  tor  a  modern 
jetlinerf.  The-m  ere  ilbo  ctnt  iavingi  associated  *i?h  longer  runs  because  d<  ctn;  "reaming  curve"  effect,  the  more  iirpJanei  pfloote 
build  of  the  h me  design,  the  more  e ff ic^ni  th*>  b«Ome  el  bu»ldmg  «t.  Th*  difference  in  con  dm  wed  from  e  worldwide  market 
base  compared  with  i  US.  merker  b«e  ali>na  could;  b*  as  much  *s  30fifc  ta  40%.  Any  future  progum  not  baud  or*  *  worldwide  merest 
pote-ntial  could  obviously  face  serious  pnoe  competition  not  only  abroad  but  in  the  U.S. 


Increased  Sales  Reduce  Unit  Cost 


of  airplanei  (\ 
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Export  of  used  airplanes,  often  with  Eximbank  participation  In 
financing,  helps  U.S.  airlines. 

Because  of  market  growth  and  other  commercial  considerations,  U.S.  airlines  often  find  some  of  their  equipment  is  surplus  to  current 
needs.  Some  of  these  airplanes  are  sold  to  other  U.S.  carriers;  others  are  sold  to  foreign  operators.  Almost  400  used  jet  airplanes  were 
sold  to  foreign  airlines  from  1970  to  1976.  Eximbank  credit  and  guarantee  facilities  were  used  to  finance  156  of  these  sales.* 

Used  Airplane  Exports  Supported  By  Eximbank  Loans  and  Guarantees 

1970-1976 

Total  Eximbaok 

exported  supported 


DC-8 

56 

42 

DC-9 

36 

11 

DC-10 

1 

0 

L  1011 

4 

0 

707/720 

214 

68 

727 

49 

22 

737 

19 

10 

747 

16 

3 

Total  395  156 

"See  the  Appendix  for  a  description  of  airplane  models. 
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Financing  of  Commercial  Jetliners 

Most  U.S.  jetliners  exported  are  financed  in  part  with  the  support 
of  Eximbank. 

In  197B 4976,  Eximbwik  participated  in  the  financing  of  fiCWt  of  jttijrwr  Sftportf, 

CommpCJil  ittt  can  bo  purchased  el  "cnh  wt«'r  (I, a.  paid  to*  out  of  the  airlines'  own  foreign  exchange  r«atv*s,  -Or,  (Whips,  g f 
If  em  hott  Of  friendly  govern  mentsl  or  through  debt  financing. 

Aboul  one  quart™  of  the  emports  ol  commercial  jethn*r»  madi  In  1976  ind  1976  watt  cish  talat  (including  mo  it  of  tie  deliveries: 
ld  Middl*  Eixt  OPEC  ceunif  ieil.  About  10%  ot  in*  deliveries  ware  financed  with  funds  acquired  tram  foreign  cammjrriil  bafffci 
iwfrich  msy  or  rmy  net  -nclude  foreign  affiliates  or  tranches  at  US.  banks),  "id  just  lexi  then  fifth  from  lunds  negOTlatac1  in  TOUl 
Ibrcugh  banks  domic  Kid  In  in*  U.S. 

But  by  fir  The  largmt  ihere-almoit  flffit-of  the  deliveries  Invoked  rong-lwTn  financing  supported  by  the  U.S.  Evimbank  'rt  con- 
junction  with  commercial  banks  or  orgeniatidnj,  ttJflh  it  the  PHmw  Expdn  Funding  Corporation  (PEFCOJ.  The  competitive.  nffUfl 
ol  the  airline  busir>rv\  end  iuufid  f  injncitl  management  objective}  piciflTe  customer'  need  'o*  (hej  long-term  Financing    Aisal  tinanc- 
i n<j  should  be  ta>lor#d  To  the  asset's  price,  life-cycle  costs,  and  an [i coated  useful  life.  A  modem  DOWflWcW  j*l<in«r  can  cost  upward* 
ol  $40  mi  1 1  inn  and  hail*  e  uiehjl  life  expectancy  ol  20  year!  Or  mor*    CUltDnwi,  thefefora,  would  like  long-let  m  financing-  that  n 
COmmerttuUte  wirh  m*  price  and  life  of  the  pfoducl. 

The  uadit.onal  uu'cei  of  long-term  financing  lor  Ebe  pur-cttala  ol  commercial  Jets  by  U.S.  airlines  ate  public  markets  pflniiofl 
lundi,  and  insurance  company,   Betauit  of  legal  retrtr ieiioni.  bamfcrrrg  vacMion.  and  the  Hv  of  political  risk,  both  ha**  played  e 
rtcylig.ibta  role  m  foreign  trade.  The  burtfm  of  providing  etpon  crefl'is  has  thus  fallen  on  me  camm*/cia<  banks    U.S.  commercial 
bank*.  however,  normally  enteral  only  short- tn  meiJium-term  cr«m  15  ta  9  yean),  thev  ereooth  unfiling  and  unable  lo  inM*it  m  th& 
longer  term  obligations  needed  for  financing  expensive  capital  epu-pman  I  such  at  commercial  leTlinen.    U.S.  exporter*  ir*  Thye  at  a 
disadvantage  In  the  credit  markets  compared  with  non+*pdrting  firm*.  Wherea*  U,S.  ii-fline*  cm  Artil  Ihemvehei  of  long-term  financ- 
ing and  faaie  arrangement!  camma/uurti*  with  the  ut*rul  life  pT  Jin  an  plane,  ineia  die  no  readily  available  U-Sr  >>vate  louroe*  of  long- 
l«m  financing  for  vaport  cuslorrven    The  Emmbank  helps  compensate  for  this  discrimination  by  providing  credits  and  guartnteei.    It 
ii  lb*  only  U.S.  market  available  lo  provide  or  support  Efia  longer  terms  necessary  for  airplane -sift  irm-Ytmtnii. 

Without  Eximbank  inTJoiverrta-ti E ,  commercial  banki  would  oHfln  btteluciant  IOWuiW  (b*  Mdnom lc  andoolincal  rut*  •rfOC'fltea 
with  making  laani  io  foreign  airline*.  Foreign  borrow*ri  ttt  let;  inchnad  to  dettult  dn  a  pertlcifHT^e  loan  in»rol«ing  the  U.S. 
GoMUinmifru    i.e.  the  Etimbank. 

Epiimb^nk  financing  it  also  neceiiary  TO  compute  wntn  Itfmf  and  contfitions  oHe^d  Oy  fa taign-gowrnment -sponsored  linancmg 
facilitJes    Cnmmeicial  financing  alone  cannot  compete. 


E  Kim  fa  ink/ 


Financing  Sources  for  1975  ami  1976  Exports 
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Foreign 
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The  sale  of  a  jet  can  hinge  on  the  availability  of  Exlmbank  support 
and  financing. 

While  technical  excellence  and  market  applicability  art  essential  for  continued  business  success,  they  are  not  always 
sufficient  to  assure  individual  sales. 

The  commercial  jet  airplane  manufacturer  will  often  spend  from  1  to  3  yean  working  with  a  foreign  airline  to  help  determine  the 
appropriate  equipment  mix  for  the  airline's  operations.  One  factor  considered  is  the  cost  of  equipment  and  its  ability  to  generate  the 
revenues  to  pay  for  itself. 

If  it  is  determined  Eximbank  financing  is  essential  to  complete  a  sale-and  about  one-half  to  two-thirds  of  the  foreign  proposals 
fall  into  this  category -the  manufacturer  will  often  help  the  foreign  airline  prepare  its  request  for  an  Eximbank  credit.  The  Bank,  by 
law,  will  not  finance  exports  to  communist  countries  (except  Yugoslavia,  Poland,  and  Romania).  The  Eximbank  also  it  precluded 
from  financing  exports  that  would  be  detrimental  to  the  U.S.  economy,  and  it  is  required  to  notify  Congress  of  any  request  for  credit 
in  excess  of  $60  million.  The  airline  then  seeks  commercial  financing  for  that  portion  the  Eximbank  is  unwilling  or  unable  to  finance. 
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Typically,  buyers  of  short-  to  medium-range  commercial  jets  are  required  to  make  cash  payments  of  1 6%  to  20%  of  the  purchase  price. 
They  must  also-often  with  the  help  of  the  manufacturer -arrange  the  private  financing  portion  (typically  38*  to  56%).  The  balance 
is  provided  by  the  Eximbank,  which  will  also  guarantee  the  private  portion  if  necessary  to  encourage  private  sector  participation.  The 
current  interest  rate  charged  by  the  Eximbank  is  about  8.5%. 

Eximbank  loans  are  not  usually  available  for  long-range  airplanes,  although  the  Bank  will  guarantee  30%  or  more  of  the  purchase 
price  to  encourage  financial  participation  by  U.S.  commercial  banks. 


A  Typical  Eximbank  Transaction 

As  of  August  1977 


Down  payment  (may  be  financed) 

15%-20% 

ISK-28% 

Eximbank  direct  credit 

Norn 

46% 

Interest  rate 

- 

8-3/0%-!%% 

Term 

- 

18  yean 

Repayment  schedule 

- 

1 0  semiannual  instaRmatrts 
<yamSta«Bjli10) 

Commercial  direct  credit* 

80V85S 

40*42%% 

Interest  rate 

1KV2%%ovetprin»e/UIOR 

1%%-2%%  ow  prima/LIBOR 

Term 

Repayment  schedule 

lOywrs 
20  semiannual  HUtaJImtntt 

5  yean 

(yean  1  tkraugh  5) 

Eximbank  guarantee  coverage 

30X42%% 

As  niwiry 

Fee 

%%-1K% 

%%-1%% 

•PEFCO  fixad  rat*  financing  may  be  uted  for 
PEFCO*  currant  rata  it  8V4%  8%%. 

that  portion  of  total  financing  covered  by  Eximbank  guarantee. 

Nota:       LIBOR    -    London  I 
PEFCO    -    Private  E 

nterhank  Offering  Rata 
■  port  Funding  Corporation 
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The  Potential  Export  Market,  and  Problems 
Faced  by  American  Airplane  Manufacturers 

U.S.  airplane  manufacturing  industry  has  been  very  dependent  on 
export  sales— and  is  likely  to  become  even  more  so. 

As  noted  earlier ,  the  recent  trend  has  been  tor  export  orders  of  U.S. -built  commercial  jetliners  accounting  for  a  greater  and  greater 
share  of  the  output.  In  1970.  for  example,  41%  (on  a  dollar  basis)  of  all  commercial  jetliners  produced  in  the  U.S.  were  exported.  By 
1976.  the  export  share  was  71%.  all  of  the  commercial  Boeing  707s  were  delivered  to  foreign  carriers,  40  of  the  41  Boeing  7371.  and 
18  of  the  19  Douglas  DC  10s 

U.S.  manufacturers'  dependence  on  export  sales  during  and  after  the  U.S.  recessionary  periods  was  even  mora  dramatic  than  shown 
by  delivery  statistics.  Foreign  orders,  m  dollar  terms,  exceeded  70%  of  total  new  orders  for  1974,  1975,  and  1976.  And  during  the 
1970  1971  recession.  Boeing,  for  example,  netted  no  new  orders  from  U.S.  carriers  for  an  18-month  period:  the  continued  viability  of 
the  company  depended  on  exports. 

Over  the  next  decade.  U.S.  manufacturers  expect  to  compete  for  a  worldwide  market  (excluding  the  U.S.S.R.)  that,  in  real  terms, 
will  be  about  the  same  dollar  volume  as  that  satisfied  over  the  past  two  decades-$75  billion  (constant  1977  dollars).  About  half  the 
sales  between  1956  and  1976  were  to  U.S.  airlines,  half  to  non-U. S  airlines.  Between  1977  and  1987.  it  is  expected  that  U.S.  sales 
will  account  for  only  40%  to  45%  of  the  market. 


World  Market  for  Commercial  Jetflners 

(Constant  1977  dobrs) 
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As  airplane  programs  mature,  exports  bocomo  mors  Important. 


The  U.S.  has  not  launched  a  new  airplane  program  for  a  d 
Typically,  as  an  airplane  program  matures,  more  and  more  sales  are  made  to  non-U.S.  carriers.  Over  10%  of  ail  new  707  and  OC-8 
sales  from  1970  through  1976  (that  is,  before  the  OC-8  went  out  of  production)  were  to  non-U.S.  carriers.  Whereas,  over  the  Ufa  of 
the  programs,  fewer  than  50%  were  exported.  On  the  other  hand,  the  two  newest  programs,  the  00 10  and  L-101 1,  have  been  sold 
predominantly  to  U.S.  carriers.  But  even  these  programs  are  10  years  old  and  are  entering  the  phase  of  maturity  whan  exports  are 
likely  to  increase  in  importance. 


of  product  exported 
(unit  best) 


Year  of  first  order 


25-303  O  -  78  -  40 
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Recent  worldwide  recessions  have  lowered  the  demand  for 
airplanes. 


Between  1970  and  1976,  U.S.  economic  growth  was  interrupted  by  two  recessions;  one  in  1970  a 

1974-1975.  Concurrently,  a  four-fold  increase  in  oil  prices  occurred.  Few  airlines  ordered  airplanes— fares  rose, 

fewer  people  flew,  and  airlines  purchased  fewer  airplanes. 

Economic  activity  in  Europe  and  Japan  showed  upturns  in  1970,  and  the  adverse  effects  of  the  U.S.  recession  were  partially  offset  by 
an  .ncrease  m  exports.   In  1974  and  1975,  however,  a  new  phenomenon  was  realized:  every  industrialized  country  (except  Canada) 
suffered  through  a  concurrent  recessionary  period.  The  level  of  world  trade  declined  in  1975,  the  first  time  in  decades;  inflation 
reached  record  levels  worldwide,  and  unemployment  in  all  major  industrial  countries  climbed  to  the  highest  levels  since  the  1930's. 

Demand  for  air  travel  services,  which  correlates  well  with  changes  to  broad  economic  parameters,  was  similarly  depressed.  Not 
surprisingly,  therefore,  almost  all  new  orders  for  commercial  jetliners  in  the  early  1970's  were  from  non-U. S.  operators,  and  carriers 
from  very  few  industrial  countries  ordered  jet  equipment  in  the  1974-1975  time  period. 

In  1973,  the  oil  producing  countries  (OPEC)  raised  the  price  of  oil  four-fold,  which  accentuated  the  economic  downturns  of 
1974  and  1975  and  caused  balance-of-payments  problems  for  many  countries.  The  cost  of  air  transportation  was  undoubtedly  in- 
creased; severe  strains  were  put  on  airline  profitability  worldwide.  There  was  excess  capacity:  more  empty  seats  in  the  fleets  than 
people  wanting  to  fly  places.   Bankers  were  reluctant  to  commit  to  long-term  fixed-rate  financing  of  products  as  expensive  as 
commercial  jets.   In  short,  the  recession-induced  decline  in  traffic  growth  coupled  with  the  energy  constraints  and  financial  constraints 
severely  limited  commercial  jetliner  sales  prospects.  The  near-term  market  was  bleak. 

And  to  complicate  matters  for  the  U.S.  manufacturers,  three  new  European  products  entered  service— the  A300,  the  Mercure,  and 
the  Concorde. 


Total  World  Traffic  Growth  Rate 

Total  pais anger  sfrvice 
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Political  and  financial  incentives  are  being  offered  from 
government-owned  foreign  competition. 


Foreign  competition  has  mere  wed  itx  penetration  into  thii  market  j<nc*  1073.  Mora  ihan  ever,  to  secure  Mies, 
US,  manufacturer*  must  bujlri  airplane*  tfiat  are  wflry  competitive-both  tectiniciillv  and  fmanciaJly, 

Foreign  compet  it  ion.  j  1 1  hough  it  had  only  unc-fifm  ot  irve  *oj»d  mwkdt  l*m eluding  the  U  SS.fl..]  in  )37ft.  hu  incraaied  its  penetm 
ton  t>y  a  factor  ot  lhr«r  imtt  1 9F3.  Most  or  this  incrana  in  dollar  value  resulted  from  (hi  dobtferies  Ot  Concordat  and  AJOOi.    In 
18?7r  th*  European -bull I  AJOQi  centered  about  6\  ol  lh»  world  rtwhat.  deluding  a  U.S.  earrlir.    Foratan  <Ximpmi Hon  b*c*«fta  rrmn 
■nten-i*  *t  tbe  *f*y  tuna  U-S,  manulactiureFi  *««  hp^ftg  trouMa  »•  cu'intf  ennmjfh  uitu  w  maintain  J  producrion  Cuia 

Mudi  of  She  forego  LompaMion  is  From  nationalised  industries  or  gqwrnmant  supported  >ndustry    Germany,  Tnr  eeamaii,  hu 
■nyrited  over  hiJf  i  billion  dollars  mio  the  A300  program,  it™  German  Government  provided  about  90%  oi  this  amount,    Farugn 
m*rtUf*ciu' OTL  and  foreign  qttntnmtnu-  ins  awart  ol  fha  potential  SJ El  billion  miifctl  vvn  tht  neat  d*t*d*  and  *■»  organ.  j,nff  to 
capture  as  much  of  Thu  market  as  th»y  t*n. 

But,  ft  -1  Toe  entry  ol  a  new  govern ment-iuPPOf tad  competitof  were  not  enough .  daemons  being  made  by  me  foreign  compatitlori 
on  what  to  build  and  bow  to  share  the  work  ari  o'tan  political  rattier  than  econcirnic -national  prestige,  maintenance  of  defense- 
rfletfd  job  opportune**  and  capabilities,  and  olfm  such  tTonearfimorctal  considerations  dictate  whether  a  product  wiH  be  built  and 
what  pr  «ee  *  HI  ba  charged    There  is  no  necessity  by  them  to  rente  east  ind  pr.ee    But  once  in  airplane  nbuiit.  political  pnuurt  is 
put  on  foreign  airlines  to  place  lhaaa  a-rptanas  mlo  CsjUWi  fla|l  saimcv    US.  prrvtu  enterprise  is  thus  M  dK*Ct  Cttmpttirkin  <p*iTb  lorfrtgn 

yiwaiinuiiiH, 

U.S.  manuCaciurars  do  not  tint  Ibn  tvpt  of  Dovtrnmeni  support.   Nor  do  Ihey  craw  jT.  But  such  nonaommtiri*  competition  i* 

difficult  tq  counter  and  represents  1  major  norM#Hrf  barr|#r  ip  fret  and  open  COmpttifion.    To  secure  a  sab,  U  S.  products  must  be 
v  and"  f  inanci  »l  I  y  *erv  compet  it  me . 

HistQricai  Perspective 

Worldwide  deliveries  ol  commercial  jeUwere  and  miUry/gaveiiMftent  derivative* 
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Foreign  financing  institutions  are  also  very  competitive— and  they 
offer  additional  services. 

Many  foreign  export  promotion  banks  are  providing  insurance  programs  against  abnormal  cost  escalations  (inflation) 
and  against  exchange  rate  fluctuations. 

The  concept  of  the  government-supported  export  financing  and  insurance  institution  is  not  peculiar  to  the  U.S.  The  major  industrial 
and  trading  nations  of  Europe-United  Kingdom,  France,  and  Germany— had  government-supported  export  financing  facilities  long  be- 
fore the  founding  of  the  U.S.  Eximbank  in  1934.  Each  industrial  country  has  its  own  version-the  Export  Credits  Guarantee  Depart- 
ment (ECGD)  in  the  U.K.,  the  Banque  Francaise  du  Commerce  Exterieur  (BFCE)  for  loans  and  the  Compagnie  Francaise  d' Assurance 
pour  le  Commerce  Exterieur  (COFACE)  for  insurance  in  France,  the  Kreditanstalt  fuer  Wiederaufbau  (KfW)  end  Hermes  in  Germany, 
and  so  on.  These  banks,  somewhat  like  their  U.S.  counterpart,  provide  credits  and  guarantees  that  the  regular  commercial  banks  are  un- 
able or  unwilling  to  do  because  of  the  large  size  of  the  obligation,  the  commercial  risk,  or  the  political  risk.  Without  a  similar  recourse. 
the  U.S.  exporter  would  be  at  a  disadvantage  when  competing  with  a  foreign  supplier  who  does  have  access  to  such  facilities. 

The  European  Communities  have  recently  proposed  the  creation  of  a  new  European  Export  Bank.  This  institution  would  finance 
export  sales  of,  among  other  projects,  foreign  aerospace  products  such  as  the  F-28.  BAC-1 11,  A300,  and  any  future  derivatives. 

The  foreign  export  promotion  institutions  provide  financing  at  very  competitive  rates.  Many  also  provide  insurance  against 
"abnormal  cost  escalation"-otherwise  known  as  inflation-and  against  exchange  rate  fluctuations.  All  ara  willing  to  support  a  greater 
participation  than  the  Eximbank  in  financing  a  sale. 

Eximbank  is  the  only  tool  that  U.S.  manufacturers  have  to  offset  foreign-government-sponsored  competitors. 

With  a  loss  of  Eximbank.  U.S.  airplane  manufacturers  would  be  at  a  distinct  disadvantage  when  competing  with  the  foreign  manu- 
facturers who  do  have  access  to  such  financial  institutions. 

Comparisons  Between  Lending  Programs  of  Various  Export  Support  Facilities 

U.S.  Franca  Germany  Italy         U.K.        Japan 

Basic  official  inttrest  retts  paid  (9/77) 
Percent  of  contract  valut  supported 
Exchange  rate  fluctuation  insurance  program 
Inflation  indemnity  insurance 
Repayment  terms  (commercial  jet  airplanes) 

Sources     Ex.mbank.  International  Monetary  Fund 

N/A     Not  Available 

•Will  go  to  100o/7  i«  necessary  to  consummate  contract     French  Government  considers  A 300  as  not  covered  by  any  "consensus" 
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Often  the  governments  of  our  foreign  competitors  will  offer 
special  inducements  to  make  a  sale. 

Our  foreign  competitors  are  nationalized  companies:  not  only  can  they  offer  financing  terms  which  are  usually  better  than  those  U.S. 
manufacturers  can  offer,  they  can  also  offer  political  concessions  which  U.S.  manufacturers  can  never  offer.  There  is  no  denying  the 
foreign  competition  builds  products  that  are  technologically  competitive  with  anything  we  have.  That's  true  for  airplanes  and  for 
engines.  Sometimes  the  combination  of  having  an  excellent  product-plus  the  financial  and  political  support  only  governments  can 
extend-causes  the  foreign  competition  to  win  a  sale.  U.S.  manufacturers  then  complain  that  the  Eximbank  is  not  aggressive  enough. 
That  may  be  true.  But  more  to  the  point;  without  Eximbank  participation,  competition  would  be  even  more  difficult  and  even  mora 
sales  would  be  lost  to  the  foreign  competition. 
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Some  Misconceptions  about 
Eximbank  Financing  of  Airplane  Exports 

As  mentioned  in  the  preceding  section,  from  the  U.S.  commercial  jet  manufacturers'  perspective,  Eximbank  should  be  more  aggressive 
in  facilitating  U.S.  exports:  sales  have  been  lost,  at  least  in  part,  because  of  the  lack  of  appropriate  financing.  The  foreign  competition 
builds  very  competitive  products -although  it  must  be  said  U.S.  jetliners  are  technologically  second  to  none.   In  the  past,  it  has  been 
the  winning  combination  of  having  a  market-oriented  product,  technical  excellence,  and  sound  financing  that  has  worked  so  well  for 
U.S.  manufacturers  to  the  benefit  of  the  nation.  And  that  requires  the  cooperation  of  the  government,  the  manufacturer,  and  financial 
institutions. 

But  critics  of  the  Eximbank  seem  to  be  many  and  vocal.  Some  of  the  criticisms  are  specific;  some  are  general  and  do  not  really 
apply  to  commercial  jet  exports.  Perhaps  the  most  prevalent  argument  against  Eximbank  support  of  commercial  jet  exports  is  the 
allegation  that  the  U.S.  has  a  monopoly  -so  what  if  a  sale  is  lost.  Other  arguments  relate  to  the  economic  impact  of  the  export  of 
capital  goods  in  general  or  to  political  and  philosophic  arguments  against  exports  to  communist  nations  or  involving  government  in 
international  trade. 

These  and  other  criticisms  are  discussed  in  this  section. 
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A  toss  of  a  single  sale  can  mean  the  loss  of  an  entire  market. 

TUB  lots  of  a  single  airplane  i*H?  can  Driir,  mean  n™  »n«  ot  4  fTiaa-fcet  «gp*»#rn!  WheCi  *  c**Ttet  Mtetl  an  iirp»ir»,  (1  rtiwflk  piMttd 
support  aqknpm*nt.  training,  apanrs  pro^is-ornrnj.  a«d  aTltn  pefWnBdKfM  fMOdlH  tlj  ]h.i  jjiQdust    A|  dfmand  jr^wi .  thft  »n> 
purchaM  BdditJona»  un>bol  Ifn  »rr*  rno*W  JiMfXinv.    Th*  |AM  of  ■  Ml*  totl*V  thirafm*,  jrfmokl  irmndbJv  rtwirn  thn  |0M  ol  'alia* 
□n  siln.  Moreover.  bvcautft  ffliny  torsion  carrten  poo*  fh*K  equipment  enc«  manTcn»r*cfl  tsciin^fc,  «h«  imped  ol  ir.ai  >fwi  plf  Rn  Itf 
mtgntfled  ntarty  tifnes  own. 
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U.S.  airplane  manufacturers  have  no  monopoly  on  the  design  and 
manufacture  of  commercial  jetliners. 

The  U.S.  has  no  monopoly  in  commercial  airplane  technology.  The  British,  it  must  be  remembered,  had  100%  of  the  world  commer- 
cial jet  market  for  some  5  years.  They  were  the  first  to  introduce  the  four-engine  jet  (Comet).  They  were  also  first  in  the  market  with 
the  three-engine  jet  (Trident)  and  the  two-engine  jet  (BAC-1 11).  In  cooperating  with  the  French,  they  ware  also  the  first  to  introduca 
commercial  supersonic  service  (Concorde). 

U.S.  manufacturers,  however,  have  been  able  to  develop  and  maintain  the  greater  share  of  the  world  market.  In  many  ways 
competition-both  from  U.S.  manufacturers  and  foreign  manufacturers-forced  the  development  of  new  products  and  derivatives  that 
meet  market  needs  by  providing  current  technology,  reliable,  cost-effective  products  at  competitive  prices.  And,  in  cooperation  with 
the  Eximbank,  competitive  financing  was  available  that  facilitated  exports,  helped  amortize  development  costs,  and  kept  U.S. 
industry  competitive. 

Competition,  however,  is  increasing.  As  of  December  1977,  orders  and  options  for  the  European-built  A300  totaled  99.  And 
British-built  Rolls-Royce  engines  were  being  used  on  European-  and  American-built  jetliners. 


A300  Orders  and  Options 

As  of  December  1977 


Customer 


Ordered 


Optjam 


Aaro  Condor 

Air  France 

Air  Inter 

Eastern  Airlines 

Egyptair 

Hapag-Germanair 

Indian  Airlines 

Iran  Air 

Korean  Air  Lines 

Lufthansa 

SAS 

South  African  Airlines 

Thai  Airways 

Trans  European 


6 

12 

4 
1 

4 


Total 

Sourc*     AIA  m*mb«r  company  survey 


40 
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U.S.  airplane  manufacturers  do  not  have  a  marketing  monopoly 
either. 

Often  very  dissimilar  products  can  be  competitive. 

It  is  alleged  U.S.  manufacturers  of  long-range,  wide-body  airplanes  currently  hold  a  monopoly  in  this  market.  The  implication  is  that 
since  foreign  carriers  have  no  alternative  source  from  which  to  purchase  these  airplanes,  such  purchases  would  be  made  regardless  of 
the  availability  of  Eximbank  financing. 

The  premise  on  which  this  contention  is  based  assumes  that:  (1)  airline  managements  have  no  option  other  than  to  purchase  a 
new  long-range  wide-body  airplane  when  faced  with  new  or  expanding  long-range  route  requirements;  (2)  medium-range  wide-body  air- 
planes such  as  the  A300  are  not  competitive  with  long-range  wide-body  jetliners;  and  (3)  long-range  wide-body  eirpianee  wW  not,  at 
least  for  the  near  term,  be  manufactured  in  any  country  other  than  the  U.S.  These  assumptions  am  examined  in  more  detail  in  the 
following  paragraphs. 

Foreign  airlines  do  have  alternatives  to  buying  U.S.-buirt  wide-body  Jetliners. 

Airline  managements  have  several  practical  options  for  satisfying  additional  lift  requirements  on  long-range  routes.  These  include: 
(1 )  purchasing  or  leasing  used  equipment;  (2)  scheduling  more  frequent  services  with  long-range  narrow-body  equipment  (and  with 
perhaps  more  people  in  the  available  cabin  space);  (3)  retaining  aging  equipment  that  would  otherwise  be  retired;  (4)  transferring  long- 
range  equipment  from  present  medium-range  routes  to  long-range  routes;  (S)  operating  medium-range  airplanes  on  longer  routes  using 
multiple-stop  operations;  or  (6)  simply  maintaining  current  operations.  These  options  have  been  exercised  in  the  past:  they  can  be 
exercised  again. 

The  lack  of  orders  from  U.S.  carriers  in  the  early  1970/s  dearly  demonstrates  the  practicality  of  all  of  these  options.  Large  foreign 
carriers  also  have  the  same  flexibility  as  their  U.S.  counterparts  should  they  choose  to  exercise  it.  It  would  be  a  serious  mistake,  there- 
fore, to  assume  that  these  carriers  would  not  take  advantage  of  this  flexibility  if  U.S.  manufacturers  fail  to  provide  a  fully  competitive 
product  (in  terms  of  technology,  pricing,  and  financing)  because  of  an  apparent  U.S.  monopoly  position. 
Often  short-  and  medium-range  commercial  jets  are  competitive  with  U.S.-ouHt  long-range  Jets. 
The  major  foreign  competition  for  U.S.  commercial  jet  manufacturers  comes  from  the  A300  series  of  airplanes  manufactured  by  a 
European  consortium.  Airbus  Industrie.  The  basic  A300  is  a  two-engine,  short-  to  medium-range  290-seet  airplane.  It  has  been  used 
on  routes  to  replace  Boeing  707s,  727s,  and  737s— all  narrow-body  equipment.  It  is  also  competitive  with  the  Boeing  747  on  large 
segments  of  most  carriers'  route  systems  and  also  with  the  DC- 10  and  L-1011. 

The  networks  of  most  major  airlines  include  short-,  medium-,  and  long-range  routes,  all  with  varying  degrees  of  traffic  density. 
Because  of  these  circumstances,  most  carriers  prefer  maximum  flexibility  with  respect  to  the  range  capability  of  airplanes  they  use. 
These  carriers  can  and  do  operate  both  long-  and  medium-range  airplanes  on  many  routes  that  could  effectively  be  handled  by  medium- 
range  jets.  For  this  reason,  the  current  A300  is  a  viable  competitor  in  ail  but  the  very-long-range  portion  of  en  airline's  system.  In 
fact,  the  747,  the  largest  of  the  U.S.  wide-bodies  and  the  one  most  dissimilar  to  the  A300.  currently  has  direct  competition  whh  the 
A300  in  that  the  747  now  effectively  operates  over  the  Middle  East  and  African  route  structures  currently  planned  for  the  B4  model 
of  the  A300.  747s  are  also  operated  on  tag-end  routes  and  are  being  considered  for  the  very-high-density  European  routes  where  some 
of  the  A300s  are  now  operating. 

Long-range  derivatives  of  the  A300  may  soon  be  directly  competitive  with  U.S. -built  long-range  jets. 

The  U.S.  and  the  U.S.S.R.  currently  provide  the  alternative  sources  of  long-range  commercial  jet  transports  (excepting  Concorde). 
There  are,  however,  designs  for  a  long-range  derivative  of  the  A300  that  could  be  operational  by  1982,  and  there  are  political  incentives 
to  see  that  these  designs  are  implemented. 

Airbus  Industrie,  the  builder  of  the  A300  airplane,  has  developed  a  design  designated  the  A300B-1 1  that  could  be  flying  by  1982. 
The  long-range  A300B-1 1,  with  a  passenger  capacity  of  198  and  a  range  of  6,000  miles  or  more,  would  be  attractive  to  many  U.S.  and 
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foreign  earners.  The  size  would  be  adequate  for  many  city  pairs  and  the  range  is  sufficient  to  provide  direct  S 

route  system  of  almost  all  of  Europe's  international  airlines.  Any  action  that  would  make  American  purchases  less  attractive  is  sure  to 

increase  the  likelihood  of  an  Airbus  Industrie  go-ahead  for  this  long-range  derivative  model. 

Thp  Federal  Republic  of  Germany  (FRG).  France's  major  partner  in  developing  the  A300,  has  pledged  its  support  for  the  long- 
range  version  of  the  A300.  A  recent  report  to  the  German  Cabinet  says  in  part: 

"The  FRG  will  continue  cooperating  in  commercial  aircraft  manufacture  in  Europe  by: 
e    Continuing  the  Airbus 

e    Further  developing  the  Airbus  toward  an  Airbus  Family" 
.  .  .  and  "The  Federal  Minister  of  Economics  is  authorized  ...  to  provide  the  required  funds." 

Europe  has  the  technical,  managerial,  and  financial  capability  to  produce  a  long-range  airplane.  By  limiting  the  ability  of  U.S. 
manufacturers  to  satisfy  the  foreign  demand,  the  U.S.  would  help  make  the  threat  a  reality. 

Europeans  fear  the  U.S.  Government  will  try  to  use  its  jetliner  export  superiority  for  political  and  economic  fain. 
Cancelling  Eximbank's  authority  will  support  their  fears. 

A  final  thought  on  the  question  of  a  monopoly.  European  manufacturers  and  political  leaders  have  repeatedly  expressed  concern 
over  the  market  penetration  of  U.S.  manufacturers  in  Europe.  The  real  concern  is  that  a  monopoly  position  will  develop.  Europe  will 
lose  some  of  its  independence,  and  the  U.S.  Government  will  try  to  use  that  position  for  political  and  economic  gain.  By  limiting 
financing  of  commercial  jets  because  of  an  apparent  monopoly,  their  fears  and  concerns  are  legitimized. 

Remember,  a  decision  to  go  ahead  on  a  new  or  derivative  program  in  Europe  is  not  based  solely  on  economic  analysis.  The  industries 
are  nationalized.  There  are  important  political  considerations,  including  employment  concerns,  prestige,  a  desire  to  partake  in  a  high- 
technology  industry,  and  balance-of-trade  and  balance-of-payments  concerns.  M.  Raymond  Barre,  Prime  Minister  of  France,  put  it  this 
way  in  his  speech  at  the  Le  Bourget  Pans  Air  Show  on  Saturday,  June  1 1,  1977: 

"This  industry,  as  you  know,  holds  a  vital  place  in  the  life  of  our  nation.   It  provides  the  necessary  means 
to  our  independence  and  directly  assures  employment  for  more  than  100.000  people.  It  constitutes  a  major 
activity  in  several  regions;  it  constitutes  one  of  our  most  important  export  forces  and  lastly  is  a  powerful 
concentration  of  technological  development." 
And  government  financing  and  support  of  indigenous  production  capabilities— which  lead  to  directed  procurements  of  European- 
built  commercial  jets-are  politically  more  justifiable  when  governments  feel  the  U.S.  may  use  its  market  position  for  political  gain. 
Again,  from  the  same  speech  by  M.  Raymond  Barre: 

"Cooperation  (between  the  European  airlines  and  manufacturers)  must  be  strengthened  ...  to  increase  the 
opportunities  offered  to  our  aeronautical  industry  ...  (It  is)  fruitful  ...  for  the  number  of  employees  and  for 
the  stability  of  various  significant  regions  of  France. 

Who,  therefore,  could  be  disturbed  that  the  government  has  wished  that  customs  and  individual  interests 
should  be  waived  in  the  face  of  something  so  obviously  in  the  general  interest?" 
Frankly,  U.S.  jetliner  exporters  are  disturbed.  And  anything  we  do  to  precipitate  the  launching  of  new  European  programs,  for 
whatever  reason,  is  surely  not  in  the  best  interests  of  the  U.S. 
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Eximbank  support  of  airplane  exports  does  not  discriminate 
against  U.S.  carriers. 

A  General  Accounting  Office  study  iayi  U.S.  carrier!  buy  American  airplanes  at  a  lower  financial  rate  than  foreign 
ajrlinK  do. 

U.S.  airlines  have  access  to  E  Kimbank  type  facilities  when  purchasing  ntw,  lore  Ign  bui  1 1  equipment.    They  also  have  accea*.  to  long,- 
J«m  money  m*rk«H  in  the  U.S,  that  non-U  .S.  i»M  I  n»  onnot  uw.  The  miirwi.  til*  thar$t«  by  taimbank.  ftp*  «i  twin  b*an  lownr 
than  the  best  rati!  same  U.S.  carriers  could  Have  secured  from  insse  alter  naUve  sources  had  ihey  suuflni  debt  financing    But,  m  I  MuOy 
vreperwttby  the  General  Accounting  Of  I  it*  In  March  iSJ&iEipnrr  of  U.S.  Minufatlured  Alrtretf -Financing  and  Corneal  i  n  minrss  I . 
the  conclusion  y#at  drawn: 

■'U.S,  Garnets  a^upr*d  U.S.  manufactured  aircraft  at  lo«r  financial  cost*  (hen  the  foreign  airlmei-," 

U.S  earners,  unlike  foreign  airlines,  have  acceu  to  Etu  long-term,  Jower  coit  money  marked  pruvitl«d  fry  fin*m,*  IflfctitUtiOtti  tuch 
■t  insurance  comparnw.   Thrt*  markets  provide  loHfl  EflfW)  matunliei  commensurate  with  the  eKpecled  useful  h1«  of  the  pr*dLw;t- 
wmethins  Eximbank  doei  not  do.   Thfy  Cain  a  ho  tike  #dvint*g*  of  lease  arrangement  i . 

Ejcimbamk  does  not  operate.  10  Wb  rj.sacf  vantage  qf  U.S.  cairtef»r  In  fid,  Ui».  C*f  fieri,  ai  noild  eeMm\  tone'll  horn  Eximbank  and 
u»  The  facilities  to  hplp  sell  their  used  anrJ  surplus  equipment.  They  alio  benefr*  Irom  |hc  l*rga«  production  rum  m  (hat  IN  unit  price 
for  alrpLimet  4s  let*  inm  M  would  b*  wiThoul  eKOnrt  §»les. 
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Export  of  capital  goods  (like  airplanes)  does  hot  put  U.S.  workers 
out  of  work  by  developing  an  import  market. 

A  commercial  jet  airplane  export  does  nothing  more  sinister  than  allow  a  U.S.  worker  (or  any  other  for  that  matter) 
to  forget  his  troubles  while  on  vacation  somewhere. 

Sometimes  a  U.S.  manufacturer  will  export  a  piece  of  machinery  which  is  then  used  to  manufacture  products  for  export  back  to  the 
U.S.  Jobs  are  created  in  the  initial  manufacture  of  the  capital  item;  but  jobs  are  probably  lost  if  the  resulting  import  competes  with 
U.S.  manufactured  goods.  Other  U.S.  exports  are  "one-shot  deals"  in  the  sense  that  there  are  no  follow-on  spares  requirements  or 
built-in  U.S.  job  requirements  to  keep  the  original  export  operational. 

For  the  person  who  loses  his  job  because  of  imports,  it  is  no  consolation  that  probably  more  jobs  have  been  created  elsewhere  in 
the  economy.  The  fact  that  the  foreign  customers  would  have  bought  the  equipment  anyway— presumably  from  a  foreign  supplier— 
seems  also  academic  to  the  person  losing  his  job  and  to  the  Congressman  representing  that  worker. 

The  solution  to  this  very  real  problem,  however,  would  seem  to  lie  more  in  the  retraining  of  the  lower  skilled  parson  and  the 
fostering  of  new  industries  in  which  the  U.S.  is  competitive,  rather  than  restricting  imports  and  exports.  Such  new  growth  industries 
should  be  developed  in  areas  of  high  unemployment.  In  other  words,  there  would  seem  to  be  a  legitimate  need  for  a  real  adjustment 
assistance  program  that  provides  genuine  adjustment  and  real  assistance. 

But,  whatever  the  ments-or  demerits-of  these  arguments,  commercial  jet  airplane  exports  are  very  different.  A  commercial  jet 
export  doesn't  produce  any  competitive  gadgets  likely  to  put  a  worker  out  of  a  job.  Moreover,  there  are  follow-on  job  opportunities 
in  the  provisioning  of  spares  and  in  refurbishing  used  airplanes.  These  jobs  account  for  about  one-third  of  all  commercial  jet  manu- 
facturing export  jobs.  The  export  of  commercial  jets  should  be  supported  even  by  those  opposed  to  the  export  of  other  capital  goods. 
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Eximbank  support  of  sales  to  foreign  nationalized  airlines  is  not  a 
subsidy  of  a  foreign  government. 

Finely,  the  Eximbank  do*  nat  kubtldm  taltfr.  The  book  borrow  mo^v.  rtlendi  ir  »►  4  proM.  p«yk  tb  own  wj*.  *n<j  mumi  1 
dividwd  to  th*  U.S.  Trfatuty  to  the  prooin    It  u»i  no  ipp*oprm*4  fond*  «t  a4i    Bui  the  canuil  inue  1*  the  lupport  of  win  10 

fortFgfi  airline*  which  are  o*med,  »f  leeiT  hi  part,  by  *hei*  govHmrntnti. 

S#Conc1y,  aUhooqn  many  la  reign  rjirllnei  it*  eilher  wholly  a*  pirlijUy  govern  mem  owned,  mail  OOfTCf  »  itidtpantJom  tmlttt 
iimnUr  w  ptival*  <;o* pcr*i*oni.    The  manicpemenfj  □  !  thete  eatrffert  attempt  lo  run  ecnnormcairy  viBOta  gper#iicmi  on  4  buiinetfeJ  i  kti 
OtH'i  with  mJrihmftl  povflrnmen I  Control.    If  E^mftink  hntncmfl  were  no!  available  and  lo/aifln  earner*  were  fcKC&d  To  -rely  onflow" 
mint  funding  'or  dir  plane  purehajei,  xhtra  it  httk  do*Jb1  lh*i*  gevBrflm*mi  would  alio  want  a  giw*\v  vc^ce  in  fha  equipment  fteletrtian 
In  than,  Eximbank  financing  can  nuke  the  difference  herwten  in*  *#ia  of  *  U.S  product  far  cnrnmeicial  rtnunt-  or  Ihi 

5  p'OHyrtrfHtlT  of  i  iordigrvbUFK  p*OdUGl  lof  pOllllcH  rfliioni 
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The  Eximbank  does  not  use  taxpayers'  money  to  promote  sales  to 
countries  that  restrict  personal  freedoms  and  human  rights. 

Eximbank  credits  are  not  available  to  communist  countries  other  than  Yugoslavia,  Poland,  and  Romania.  U.S.  commercial  Jets  have 
been  sold  to  Yugoslavia  and  Romania  with  Eximbank  support.  They  have  also  been  sold  to  the  People's  Republic  of  China  without 
Eximbank  support.  Foreign  competitors  were  very  active  in  all  of  these  competitions.  The  sales  did  not  compromise  U.S.  national 
security  nor  was  there  transfer  of  technology  that  could  be  used  against  the  U.S. 

The  sale  of  commercial  jets -which  tend  to  promote  trade,  travel,  and  interpersonal  contact -helps  advance  the  causes  of  human 
rights  by  opening  up  countries. 
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Appendix 

Commercial  Jetliners  on  Sale  and  on  the  Drawing  Board 


Maximum 

Typical 

Country  of 

range 

number  of 

Range 

Type 

manufacture 

Model 

(miles) 

teats 

Number  &  type  of  engine 

On  sale: 

Long  range 

Wide  body 

U.S. 

747  100 

5.700 

385 

(4) 

P&W.  GE.  or  RR 

747SP 

6.200 

288 

(4) 

P&W  or  GE 

L  1011  500 

6.100 

230 

(3) 

RR 

OC1030/40 

6.100 

275 

(3) 

GE/P&W 

Standard  body 

U.S. 

707 

5.800 

151 

(4) 

P&W 

U.S.S.R. 

IL62M 

5.000 

140 

(4) 

Soloviev 

SST 

Europe 

Concorde 

3,900 

110 

(4) 

RR/SNECMA 

U.S.S.R. 

TU144 

4.000 

140 

(4) 

Kuznetsov 

Medium  range 

Wide  body 

U.S. 

L10111 

3.600 

256 

(3) 

RR 

DC  10  10 

2.700 

270 

(3) 

GE 

747SR 

2,800 

500 

(4) 

P&WorRR 

Europe 

A300B2 

2.100 

245 

(2) 

GE 

A300B4 

2,900 

245 

(2) 

GEorP&W 

Standard  body 

U.S. 

727200 

2,900 

163 

(3) 

P&W 

Europe 

Trident 

2,400 

144 

(3) 

RR 

U.S.S.R. 

TU154 

3,300 

146 

(3) 

Short  range 

Standard  body 

US. 

737200 

2,400 

130 

(2) 

P&W 

DC  9  50 

1,500 

139 

(2) 

P&W 

DC  9  80 

2,000 

167 

(2) 

P&W 

Europe 

F  28 

900 

85 

(2) 

RR 

BAC  111 

1,900 

119 

(2) 

RR 

U.S.S.R. 

YAK42 

900 

120 

(3) 

Lotarev 

On  the  drawing  board: 

Lung  range 

Wide  body 

U.S. 

747  stretch 

5,400 

566 

(4) 

P&W  or  GE 

OC  10  stretch 

5.200 

350 

(3) 

P&W  or  GE 

Wide  body  trijet 

5,300 

206 

(3) 

P&W,  GE  or  RR 

Europe 

A300B11 

6,300 

198 

(4) 

P&WorGE 

Standard  body 

Europe 

Mercure  300 

4.000 

150 

(3) 

CFM56 

Medium  range 

Wide  body 

U.S. 

Transcontinental  trijet 

3.100 

212 

(3) 

GE.P&WorRR 

Big  twinjet 

2,400 

197 

(3) 

GE,  P&W  or  RR 

OCX  200 

3.000 

200 

(2) 

GE 

Europe 

A300B10 

3,300 

200 

(2) 

GE 

A300B9 

2.300 

330 

(2) 

GE 

Standard  body 

Europe 

A200 

1.800 

160 

(2) 

CFMS6 

BACX11 

2.300 

166 

(2) 

CFM56 

Short  range 

Standard  body 

U.S. 

727  derivative 

1.900 

165 

(2) 

GE,  RRorP&W 

L  1011400 

1.800 

230 

(3) 

RR 

Europe 

Super  F  28 

1.000 

115 

RR(?) 
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Estimated  Employment  in  States  With  Over  100  Employees  Directly 
Commercial  Jet  Transport  Manufacturing  and 

1975-1976 


Export 

Export 

State 

Total 

related 

Stati 

Tnul 

related 

Alabama 

160 

110 

Naw  York 

2.120 

1.306 

Arizona 

1,500 

1,050 

Ohio 

7.300 

4,811 

California 

32,730 

22,730 

Oklahoma 

320 

221 

Conntcticut 

28,560 

15,340 

Oregon 

340 

240 

Florida 

330 

230 

Pennsylvania 

2,220 

U70 

Illinois 

1,160 

810 

Tennessee 

760 

631 

Indiana 

2.200 

1.240 

Texas 

1,200 

Ml 

Iowa 

200 

200 

Utah 

140 

100 

Kansas 

2,140 

1,500 

Vermont 

300 

271 

Maryland 

1,130 

790 

Washmfton 

33,100 

23,620 

Massachusetts 

2,900 

1.070 

Wisconsin 

1,760 

040 

Michigan 

760 

530 

Other  states 

IJOO 

un 

Minnesota 
Mississippi 

420 
470 

300 
330 

Total  U.S. 

120,130 

83,230 

New  Jersey 

1,700 

1,010 

Foreign 

_M00 

S.S6S 

New  Maxico 

430 

300 

Total 

138.030 

00,060 

«».«»  tuppiyinf  •oIIom  on 


of  Smal  Business  Suppliers  Supporting  the  Airplane  Manufacturers 

1975-1976 


Alabama 

10 

Missouri 

66 

Arizona 

50 

New  Hampshire 

18 

California 

2.000 

New  Jersey 

130 

Colorado 

25 

New  York 

268 

Connecticut 

110 

Ohio 

110 

Florida 

00 

Oregon 

78 

Georgia 

10 

Pennsyhmnia 

108 

Illinois 

130 

Rhode  Island 

18 

Indiene 

25 

Texa 

66 

Kenses 

50 

Washington 

708 

Maryland 

15 

wtscofiwi 

38 

Massachusetts 

00 

Other  Stales 

186 

Michigan 

00 

Total 

4,456 

Minnesota 

40 
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